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Abstract 
 
This project is analyzing the question of ‘how can Estonia improve its unemployment 
benefit program in comparison with Denmark’. The aim is to find out if Estonia, a young member 
of European Union, has to apply changes to the unemployment benefit system as it is very limited 
in comparison with Danish financial support for the unemployed. Denmark was chosen as the 
country with a successful social security and a substantial experience of building a welfare state.  
As the unemployment benefits in Denmark are generous, it was appealing to look into the 
motivation among the unemployed due to the reason that there started to appear cases of free-riding 
the Danish system. In order to analyze motivation, two theories are used: Maslow’s hierarchy of 
needs and Self-determent theory. They are able to help in understanding how motivation influences 
the search process of the unemployed and why some individuals are more determined to find a job 
sooner than others. The project tries to combine economical perspective with sociological.  
Keynesian school is used as a main viewpoint of the author in order to understand why economists 
do not use this school as a main tool to solve economic issues. Analyses are based on the Keynes’ 
theory in order to approach the unemployment complications from another perspective rather than 
using neoclassical theory.   
It was concluded that Estonia managed it economic issues relatively in acceptable way as they 
decreased the unemployment rates in a short period of time, while keeping strict fiscal policy with a 
low budget deficit. However, there is still a high risk of poverty in the country and the government 
should consider changes in wage levels as well as in the financial support of the unemployed. 
Concerning the motivation of the unemployed, in Estonia individuals are more motivated to accept 
less favorable job than the unemployed in Denmark. Leading to the outcome that limited financial 
support motivates individual more than substantial one.  
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1. Introduction Chapter 
1.1 Problem statement 
     How can Estonia improve its unemployment benefit program in comparison with the 
well-functioning knowledge of Denmark? 
1.2 Motivation 
      In recent years the European Union was struggling from the financial crisis, which led 
to an economic recession in many European Union member countries. All countries faced different 
problems connected to the crisis, but had one problem in common – the high unemployment rate. 
Recently this became a very serious issue. One of the reasons for that could be the overlooking of 
such matter in general and thinking that unemployment is a post crisis consequence.  
The member states of the European Union have different economic situations. Some are 
economically stronger while others are still developing. Due to their diversity, it is interesting to 
understand how one country could manage their unemployment in comparison with the superior 
one. Looking more closely to some countries, it can be observed that their social security programs, 
particularly the unemployment benefit programs are so poor, that they do not fulfill citizens’ basic 
needs, even though the citizens eventually manage to get along anyway. Meanwhile, economically 
stronger countries with better social security programs have high spending on their unemployed 
citizens, but still struggle with high unemployment rates. This leads to researching on how different 
people get motivated to find jobs. For the reason that if one looks into a country with a poor benefit 
system, unemployed people need to find source of income in order to fulfill their living needs. 
Somehow, the goal of satisfying one’s basic needs can be the greatest motivation to act. On the 
other hand, a generous system can lead to a problem of motivation. This is due to the fact that 
someone getting his entire income from the government might be less motivated to go out and find 
a job. So looking from an external perspective, it is not clear which one of these two systems is 
more efficient in motivating and effective to decrease the unemployment level.  
Examples of such contradicting systems are Estonia and Denmark. These two countries are worth 
comparing, due to the possibility that maybe at some point Estonia, has a less developed 
unemployment program, can learn from Denmark’s experience and use the knowledge on own 
unemployment programs. Meanwhile, the analysis can bring up the flaws of a more developed 
system and Denmark can learn to some degree from it as well.  
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      Politicians in the European Union currently rely on the neoclassical school. They 
believe this model should help them to increase the employment level as well as help the recovery 
of the economy in overall. One can argue that politicians should not rely on a theory which 
represents the ‘perfect world’. Keynes anyways believes in a different economic theory – that the 
world is not a perfect and one cannot be certain about the outcome of the future. The latter leads to 
the question of why are politicians firm on their position of looking at the world as if it was a 
“perfect one”. The possibility of applying Keynes theory on the specific chosen case countries 
could bring up different viewpoints to the existing problems in the European Union and turn around 
politicians perspectives.  
1.3 Interpretation 
The problem statement should be interpreted in the way if Estonia is ready to adapt 
knowledge of more advanced country. This project will not suggest which exactly changes Estonian 
social security should undertake but will provide recommendations based on what could be done 
better in the future. Denmark managed to create a welfare state and successful functioning social 
security system. These two countries were compared in order to see which aspects of the policies 
could be changed or improved. Due to the time limit, the only part of social security that will be 
discussed in this thesis is the unemployment benefits system (social assistance, unemployment 
insurance, etc.). There is a possibility that Estonia is not competent enough of applying the 
experience of Denmark on itself as Estonian economy has not yet developed to the point where 
Denmark stands. It is always an advantage to learn from a more advanced one.  
1.4 Limitations 
        Thesis is going to describe only two European Union member states: Estonia and 
Denmark, both countries have very different social security programs. Estonia is in Eurozone and 
Denmark is not, but this issue will not be discussed as well as that Denmark has been in the 
European Union for the longer time while Estonia is still a young member of Union. When 
comparing these two cases, three aspects will be described: economic situation of the state, political 
institutions and parties in charge, and a part of social security system. 
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Social security has a broad aspect of benefits and actions, but main topic of the social security in 
this thesis will be unemployment benefit programs that are provided by the government directly to 
the unemployed. 
The project will be based on economic viewpoint, mainly on discussion without introducing new 
equations. There will be no broad discussion about different kinds of social security programs, but 
only those which are important in this case and are connected with two chosen countries. 
Motivation theories are not going to be used entirely, since to make deep analysis, there is a need to 
look more deeply in both theories and use another type of data collection like interview and 
questioners. In this project, motivation theories help to provide an overview of the motivational 
factor in overall and how it can influence individuals in their work search.  
Due to the time and space limit, parts which are connected with economy will have time frames. 
They will start from the year 2000 until year 2013\2014. In some cases if the information is not 
available, the year closer to nowadays will be used.  
2. Methodology 
2.1 Theory and models used 
      Thesis will use comparative case study as a main method of analyzing the question 
which is raised by the author. The case study helps to solve a problem based on the real life 
circumstances, relying on several sources of evidence. Yin (1994 (Kaarbo & Beasly, 1999)) had a 
good definition of a case study: “an empirical inquiry that: investigates a contemporary 
phenomenon within its real-life context, especially when the boundaries between phenomenon and 
context are not clearly evident; and that relies on multiple sources of evidence” (Kaarbo & Beasly, 
1999, p. 372).  
There are different types of case studies that are suitable for diverse researches, but based on the 
table that is presented below, the focused case comparison (Druckman, 2005, p. 208) will be used 
due to its suitability for this thesis. This method gives an opportunity to focus on two cases which 
should be carefully matched. It also allows choosing more cases, up to four, but within this thesis it 
will be time consuming as well as it is better to concentrate on two cases in order to look deeply. 
Contrariwise, Estonia could be compared to four cases in the future research in order to come up 
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with more realistic result which will not be based only on one example, but the pattern of actions 
could be seen through comparison with other cases. The method of research in the focus case 
comparison is going to be qualitative. Looking into the table below, it is seen that only two methods 
have qualitative analysis – analytical case study and focus case comparison. Two other methods use 
quantitative analysis. The qualitative method is used in order to understand how and why certain 
things happened and has more exploratory way of finding the result (Atlas.ti) while the quantitative 
method is mostly used to test hypotheses as well as uses statistical or mathematical approaches. 
When thinking about the problem statement in this thesis, the qualitative method is the most 
suitable one due to the reason that author wants to explore how Estonia could improve its program 
based on observations in addition to that the thesis is more descriptive rather than based on 
calculations. Due to this reason two other methods of case comparison (time series case study and 
aggregate case comparison) which are presented in the table are unselected. The analytical case 
study method is irrelevant as well, due to its narrow spectrum, which does not allow looking into 
two cases at once. 
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(Druckman, 2005, p. 166) 
The comparative part is a way to relate these two cases in order to find out the 
difference or find points of interaction, where one can learn from another with more advanced 
knowledge in the specific field. Alexander L. George (George, 2004) called this method as “the 
structured, focused comparison”, where term ‘structured’ refers to the author’s general questions 
which are applied to main purposes of the research, and these questions are addressed to each case 
under study, to help systematize data gathering process, by creating systematic comparison and the 
possibility of building up on discoveries of the cases (George, 2004, p. 67). It deals with the specific 
features of historical cases observed. This method was developed in order to learn on historical 
experience with an intention of giving useful knowledge of vital foreign policy problems. The 
challenge of the task was to analyze the case and explain phenomena with a help of wider, complex 
theory. The main task was to avoid basing the decision on a single historical comparison in future 
when dealing with the new case. A.L. George (2004) thinks that comparative case study is more 
advanced than single case study, due to the reason that latter, cannot contribute to the theory or 
knowledge development (George, 2004, p. 70). On the other hand, case study with a lot of case 
numbers could be more frustrating and confusing as well as time consuming.  
He says that comparative case study has three important steps which are interdependent and some 
collaboration is essential to guarantee that each step is consistent and integrated with the other step. 
First step is research design, second step is all about the case study itself and the third one where the 
researches rely on the case study outcome and how they contributed the research problem of the 
study. (George, 2004, p. 73) The first step has five phases: 
• Specification of the Problem and Research Objective, it is the most important part of this 
step, due to the reason that it will guide decisions through the whole process. 
• Developing a Research Strategy: Specification of Variables, deciding which variable will 
stay constant and which will vary through cases.  
• Case Selection where one should choose appropriate cases that come from same class or has 
something in common, providing variation required for the problem statement. 
• Describing the Variance in Variables, finding out casual relations between different 
consequences. 
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• Formulation of Data Requirements and General Questions, specifying the exact data 
collection process. (George, 2004, pp. 73-86)  
These five steps show that if all these actions will not be coherent, it could lead to the pitfalls in the 
research. For example, if analyst cannot concentrate himself only on those variables which are 
matching his research, the case study can lead to a low accuracy. On the other hand, an opportunity 
for being able to choose data collection process gives an advantage for analyst. This thesis is not 
going to use all five steps directly, but they represent an overall idea of how the process went on in 
this thesis. For example, the specification of variables is the point where two countries are 
compared on unemployment systems, and these variable stay constant through a whole case. The 
case selection was made as well, where Denmark was chosen as a country with a greater knowledge 
in the field of unemployment benefit program as well as it managed to develop into a welfare state. 
People in Denmark are treated as equal and social program tries to keep equality when people lose 
their jobs. Whereas Estonia was chosen due to author’s own knowledge of the country situation on 
the labor market; in addition to that it will be relevant to analyze if there is a need for changes in the 
country’s social system or if it is not ready for that. These five steps have by implication influenced 
the case comparison process in this thesis, being used as a guide to the method.  
The negative aspect of this method is that analysts could be more interested in cases 
themselves than in the theory, and the reason for that is the fact that analyzing real life case is more 
exciting while one tries to find consequences and causes (Kaarbo & Beasly, 1999, p. 373). As well 
as it is time consuming to examine the case and not every time findings can contribute to structure 
the theory but can create questions for the future research.  
Based on a problem statement, case comparison method is going to be used in the main part of the 
thesis, where Estonia is chosen as a main case, will be compared with another country, Denmark, 
giving an opportunity to analyze real world experience of the progressive one and help to find out if 
Estonia can implement gained knowledge by itself. This method will provide real life evidence of 
how one country could succeed in a social benefit system, while other is struggling, and what could 
actually be learned from this. Or maybe, there is no need for superior system in Estonia because it is 
not ready these changes. By comparing two cases, there is a possibility to find out if there are any 
unpredictable aspects which cannot be used in the specific case or future findings are able to 
provide new suggestions which could be beneficial in the future.  
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Keynes theory was chosen as a main theory in this thesis as well as a main viewpoint 
on the problem by the author. This will help a reader to understand which side the author is holding 
to. The school of Keynes (Realist) understands the world as it is, with its real problems and 
uncertainty. In European Union is commonly used a neoclassical school (Euro-monetarism) which 
represents a viewpoint of a perfect world. Further detailed information about the theory selection 
will be presented in next chapter.  
Self-determination theory is going to be used to understand how the unemployment 
benefits of two countries motivate individuals to perform. Motivation is an important issue when 
talking about substantial social security systems, which at some point, weakens the desire to search 
for a job due to the reason that one already receives a desired income. Maslow’s theory is 
explaining a concept of basic needs of individuals and how these needs motivate them to act. This 
theory will be used briefly as a way to understand why and how motivation works among 
unemployed.  
 
2.2 Structure 
      The structure of the thesis is shown below. There is consistent flow where one part 
leads to another. First part will be descriptive, where the methodology, the theory is going to be 
presented in depth as well as both case studies will be done. The second part is going to be 
analytical, where two cases will be compared and the findings will be analyzed.  
 
2.3 Data collection 
     The project is based on the desk research method. The primary sources are going to be 
used such as OECD, Eurostat, and official webpages of Estonian and Danish governments, 
European Commission, local unemployment funds and municipalities. The secondary source will be 
used as well and build a greater part of the project; journal article, academic books will provide 
different viewpoints on the topic as well as create analytical dept. The newspaper articles supply 
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with better understanding of the current situation of the economic and main issues which are 
connected with the topic. In order to define some of the definitions in the project, different 
webpages will be used, for example Investopedia, which provides with decent explanations.  
2.4 Criticism of sources 
     As the author has the ability to use her language skills, some of the sources are in 
Estonian or Russian. This can be a disadvantage for a reader in order to check the validity of the 
sources.  However, such sources assumed to be trustworthy as the author uses her own judgmental 
skills on the secondary data. Some of the primary sources are also in Estonian, but supposed to be 
providing with the reliable information as they are official webpages of the municipalities, or the 
government. 
Those webpages which were in Danish had to be translated into English and there is a chance of 
misinterpretation, but it is assumed that this will not happen.  
As most of the data comes from the secondary sources, it is considered that there can be some 
misguidance. However it is expected that they are reliable. The choice of the source lies on its 
repute and the authors own judgment.  
Throughout the project, the use of tertiary sources has been minimized as the validity of such 
sources is not considered to have academic validity as such. However, it still can provide with an 
overview of the current problems that is why there is a chance of finding tertiary sources in this 
project.   
3. Theories 
3.1 Macroeconomic Theory – Keynes school 
     The dominant theory in this thesis will be Keynes theory as it was mention previously. 
This theory was chosen due to the reason that it provides with another perspective viewpoint on the 
subject as well as it tries to explain the real world. There is a need to define a concept of the “real 
world”. The Keynesians understand an economy as an open system (Keizer, 2013). One cannot 
predict what will happen in the future. As there are many factors influencing the last one, it is hard 
to predict the outcome of the any action in the long run. Keynesians do not look only on the 
mathematical equations, but try to peak into the causes of problems and how they could be 
managed. They do not agree with neoclassics that market is able to be at the equilibrium, and they 
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think it is more unbalanced. Household do have a predisposition to save money, so that not all 
income is spent. In this case the government interfering is needed and it is visible that the actions 
should be taken in consideration with the real problems. 
 
On the other hand, neoclassical school understands economy through forming individual agents and 
is not dealing with actual economy (Earle & Ward-Perkins, 2013). They have decided that in the 
real world individual is thinking about its own utility maximizing, is rational and self-interested 
(Fullbrook, 2012), which can be true, but not very reliable when thinking about the real life.  Their 
decisions are based on mathematics, graphs and equations which not every time can be used when 
talking about individual behavior. The prediction that all humans act in the same manner is very 
questionable as human logic, motivation and behavior is very complex (Storck, 2011).  The part of 
the perfect competition is already vulnerable by the reason that in some markets exists domination 
of the large companies (Storck, 2011).  
      In the European Union the main economic theory in use is the Neoclassical. The last 
one is kind of an ‘idealized’ macroeconomic model with the ‘perfect’ market place, where the 
competition is perfect and no one is dominating the market. It is assumed by neoclassics, that this 
model is self-adjusting, generating a general equilibrium due to the reason that all market prices are 
fully flexible together with the full resource utilization. In their opinion is that any possible 
macroeconomic deflection from the general equilibrium is because of either a lack of price\wage 
flexibility or policy violation. If the wages will not be elastic, there will be a need to reduce an 
income tax or wages, suggesting that the supply will go up, meanwhile the unemployment goes 
down. In their minds, the consequence can be risky but never uncertain (Jespersen, 2005). 
Capital + labour + technology         production         final demand         full employment. This chain 
represents the neoclassical idea that the production creates its own demand and they perceive an 
individual in such way, that the last one wants to maximize the utility (in the case of the company it 
will be the profit) and minimise the costs (or in other words act as rational thinking economical 
actor (Keizer, 2013)). When examining activities of an individual, the subjective factors of his 
actions are goals, expectations and advantage; that is why his priority is to satisfy himself 
(Достижения неоклассики) and by doing so, markets are able to move towards to equilibrium 
(SCHLEFER, 2013). The neoclassical school supposes that people should compromise between 
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consuming now and saving for the future on the daily bases, and in order to do so, they have to live 
in a world without uncertainty (SCHLEFER, 2013).   
       For the neoclassics, unemployment happens due to the outside market factors, 
preventing the self-adjustment mechanism to activate. One of the reasons for that could be the 
government interference into the market, for example, implementing fixed minimum wages 
(Uchebniki.ws), government spending or technological development (SCHLEFER, 2013). But 
during the economic crisis in the European Union, the neoclassical school got a lot of rebukes 
(Keizer, 2013) (Earle & Ward-Perkins, 2013) from different sides as it did not manage (as it could 
be seen currently) to help countries to emerge from the crisis. Their proposition of price 
adjustments, pulling down an interest rate, lowering wages and devaluation of foreign currencies 
did not help (Keizer, 2013).   
The advantage of this model is that scholars make it easy to understand why the market is working 
along with the substantial base of knowledge on how this model responses to the diversity of 
abstract shocks. But not much is known about the sources and nature of these shocks. (Ohanian, 
2010, p. 4) Another advantage is that it has superior academic base and a lot of research was made 
by scholars (Earle & Ward-Perkins, 2013).  
Through using this model, politicians do not learn on the real life experience and real problems, it is 
perceived as a fixed framework for them, which is applied to the every economic problem that faces 
them.  The cases they are facing differ depending on the country and its economic development, but 
they still use the same model for each case as well as prefer mathematical method in contrast to the 
real life details.  
        The Neoclassical model is a supply driven theory, meaning that companies are 
willing to produce any number of good for a certain period of time under certain conditions. Such 
outcome can create the crowded effect on the market of goods, where there will be too many goods 
to sell and to small purchase power from the households. During unemployment, households are not 
able to buy all the goods and are satisfied with the minimum. The overproduction is not a positive 
outcome for the company if they cannot earn profit on it.  
        The Keynes school uses demand (effective demand, which will be elaborated in 
paragraph below) as a main driving force of the theory.  In this case, companies produce only that 
amount of products which are demanded. Therefore they do not need to spend their income on the 
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overproduction. That allows companies to foresee the purchasing power of their consumers and 
calculate the demand; if individuals are unemployed, the purchasing power is weaker. Joseph 
Stiglitz ( (INETeconomics, 2012)) mentioned in his conversation with Paul Krugman that in the 
mainstream economy the lack of demand (total demand) is a source of unemployment – people are 
not buying as many as the economy has a capacity to produce, leading to unemployment 
(INETeconomics, 2012, pp. 20-20,53). Consequently that gives an overview that companies can 
supply more than is needed, leading to the point, that the demand side is more applicable during a 
high unemployment in order to decrease the level of unemployment. As the companies can notice 
that there is no need to produce more than people can consumer, leading to the layoffs. And in order 
for the companies to employ new individuals, they have to assume that the demand will go up (or 
already increasing), and there is a need to increase production as households demand more.  
        Keynes model is a demand driven, as it was mentioned above assuming, that the 
future is uncertain and imperfect (Stiglitz J. E., 1991, p. 4). And at some point it is important that 
the theory could explain certain ‘critical points’ than just fit the situation (Stiglitz J. E., 1991, p. 24). 
Keynesians are more concerned about what they can see from the real world with regard to 
macroeconomic imbalances. By doing so, Keynes is not supporting the neoclassic model of self-
adjusting economic system (Jespersen, 2005, p. 121). The imbalances should be analyzed with the 
aim of coming up with a sufficient solution to the problem. Keynes says that effective demand is a 
major driving force because effective demand creates => production => employment. An effective 
demand could be understood as the production of goods and services which will be performed by 
the private sector considering the uncertainty of expectations on aggregate demand, finances, labor 
and etc. Entrepreneurs first decide on their future forecast of how much will be produced and based 
on that hire people. However, they cannot forecast for sure their future sales, making their 
expectations quite uncertain. But these expectations are vital variables caused by the reason that 
they determine how many individuals will be needed to produce the specific amount of 
goods\services; in the end employment is established by effective demand.   
As it could be seen from above, uncertainty is the one of major points in the Keynes 
macroeconomic analyses. Uncertainty is presented on all levels of life, where economy cannot be 
just calculated by mathematical methods, but deeper analysis of understanding should be performed 
(Jerspersen, 2009, pp. 10-11). These lead to the idea of preferring the short term forecast as it gives 
less uncertainty than the long term (Jerspersen, 2009, p. 12).    
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       When it comes to unemployment, both schools have different ideas about it. 
Neoclassic school prefers to reduce wages or income tax, so in that case supply will increase and 
unemployment decrease. Joseph E. Stiglitz said very right words about the neoclassical model on 
the employment in his paper work 1991:”How could a theory which predicts that there should be 
full employment (except when wages are zero) be taken seriously?” regarding the unemployment 
problems facing United States and Europe recent centuries (Stiglitz J. E., 1991, p. 6). This statement 
gives a great overview of why Keynes model is used in this thesis, and maybe the findings will 
show that the politicians should change their attitude towards the existing economic model in use as 
well as start to be less skeptical about Keynes and his propositions.  
Meanwhile, Keynes school suggests that if export is increasing, that could create more working 
places which are an important part of the Keynes proposition. And if wages will be too low, there is 
no opportunity for individuals to spend more, which will decrease the working places and the 
production. Unemployment is a true reflection of the fact that production is not suitably large to 
entirely use the whole production capacity. The production cannot automatically increase the level 
of economy to maximum. Companies enlarge their production if there is a foreseeable future 
increase of sales, and it will be the driving force to expand the production and labor. (Jespersen, 
2005, pp. 56-57) 
It is expected that effective demand for private consumption is based on the household purchasing 
power. Based on that, the companies formulate the production decision which regulates the actual 
level of the production (Jespersen, 2005, p. 58). But they cannot be sure that all household income 
will be spent on goods and services due to the fact that people tend to save money (pension, etc.). 
The income of households is calculated from paid work and profits = W (wages) + RI (profits) 
 = Y (total factor income) - C (consumption) + S (savings) (Jespersen, 2005, p. 57) 
The savings could play a negative role on the demand, slowing down the turnover of money and 
possibly leading to increase in unemployment. Companies generally do not concentrate on 
unemployment because it is a macroeconomic phenomenon (Jespersen, 2005, p. 61), but their main 
decision driver is future sales. In order not to lay all the responsibility on the firms, Keynes also 
argued that in order to get out from unemployment, the right fiscal policy will have an effect as well 
(Stiglitz J. E., 2002).  Fiscal policy is the use of government spending and taxation in order to 
influence the economy (Weil). The government on the other hand, can influence the households’ 
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income by increasing its spending, which can translate in job creation and subsidies. The main 
subject of discussion of this thesis is connected to the government management of unemployment; 
the fiscal policy is one of the tools that will be discussed here as the governments of both countries 
in this analysis, are the ones supposed to provide the unemployed with subsidies.  
       Many follow the Keynes economic school but while their ideas are based on Keynes 
theory, they have different points of view on how to improve or understand the theory (New 
Keynes, Post Keynes, etc.). The Post Keynes School is closer to the real Keynes work, while others 
try to combine Keynes and parts of the neoclassical theory together.  
       The current governments try to use mainly the neoclassical model in order to decrease 
the involuntary unemployment, while other groups of  politicians and economists are rather 
skeptical about their decisions, thinking that the Keynes’ theory could be the best answer for the 
current situation (BARTLETT, 2013) (KRUGMAN, 2011). One of the key reasons for politicians 
to avoid Keynes is that his theory is more focused on the short term rather than the long term, which 
makes politicians concerned about the overall outcome. Meanwhile the neoclassic theory gives 
them a long term forecast, by stating eventually the economy will find a balance on its own. Such 
interpretation is questionable, as Keynes’ theory does not mention that long term predictions cannot 
be made, it only states that long term is more uncertain. It is easier to evaluate what happens in the 
recent years and predict where the situation in the short term lead to rather than speculating what 
will happen in the long term (Krugman, 2013).  
Another reason is historical: Keynes did not succeed in his theory implementation and subsequently 
politicians grew increasingly skeptical about his theory. But that could be due to bad timing or 
wrong circumstances for the specific theory. Bruce Bartlett (2013) argues that current 
circumstances are more favorable to adopt the Keynes viewpoint in order to overcome the crisis 
(BARTLETT, 2013). The world is more concentrated on the long term outcome rather than on the 
short term, pressuring the economy in the short runs (BARTLETT, 2013).  
      The Post-Keynes believes that the government intervention into the economy in order 
to decrease involuntary unemployment is justified. The fiscal policy plays a vital role in the 
economy under such circumstances. The demand can be created by the state and redistribution 
policies, which are supported by the state, may improve economic activities by providing extra 
income to the households while they consume with high marginal propensity (Gintis, 2003, p. 341).  
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That in return would boost the aggregate demand as the households would increase consumption. 
Together with good education and health policies, the state is able to have a qualified labor force 
that in return creates potential for an economic growth (Gintis, 2003, p. 341). In his early 30
th
, 
Keynes stated that unemployment is a great risk as politicians can sacrifices individuals’ freedom in 
order to change the economy, making look them as totalitarians (Marcuzzo, 2010, p. 192). 
Meanwhile he suggests a chance for economic change by using political liberalism (Marcuzzo, 
2010, p. 192).  In the beginning of the development of the welfare state regime, Keynes was not in 
favor of a high taxation on salaries that would support social benefits and pensions, but he assumed 
that supporting those was an employers’ duty (Marcuzzo, 2010, p. 197). He pointed out a good 
reason for employers to pay such taxes – mentioning that an extra labor force would be required – 
the employer would prefer healthy workers rather than the ones who had starved (Marcuzzo, 2010, 
p. 197). Keynes took a part in creating a welfare regime together with Beveridge (Marcuzzo, 2010).  
As Keynes supports the idea of the state spending’ in order to keep economy stable, the fiscal policy 
plays a central role in his theory. If the government increases its spending, this would translate in 
income for other individuals, who will then spend part of it, recursively creating income for the 
other individuals – thus boosting the whole economy. However, critics of the Keynes’ model argue 
that, if the government wants to spend more, it needs to borrow money or increase taxation as a 
mean to finance its spending. If there is an increase in taxation, the final income of the individual 
would decrease, reducing the spending margin. The borrowing would influence the interest rate, 
which would go up due to the governments demand in loans. This would lead to households finding 
loans less attractive because of the high cost of money. Those who already have loans will have to 
give more money for the rate, decreasing the consumption ability (EH). (Reuss) On the other hand, 
there are the loans which have a fixed rate and then these households will not be affected by the 
increate of the interest rates.  
      The main idea behind fiscal policy is that a government can stimulate the economic 
activity and thereby it could try to improve well fare of population. In a welfare state the social 
security works by the same model, a government is in charge of providing households with security 
and creates equality by progressive tax system and expenditures on the unemployment benefits. 
From Keynes ideas, the right fiscal policy will lead to a normal unemployment level in a country. If 
the economy is not providing enough demand, the state needs to stimulate the economy with extra 
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spending. It will increase consumption, which leads to more productivity and necessity of 
employees. 
 
      The aim of the project is to combine an economic perspective with more sociological 
perspective and analyze the possibility of a correlation among those two. While the Keynes’ theory 
relates to the macroeconomic level, the motivation theory relates to the micro level, making them 
already incompatible. In order to combine them, a more general point of view will be used when 
looking into the motivation theory. The graph below represents the possible interaction between 
Keynes effective demand and motivation. Theory does not take into account the motivation of 
individuals, but in this graph it can be seen that motivation is involved when talking about 
improving the demand. Keynes school argues that effective demand is the main driver to decrease 
unemployment. The demand is the reflection of household income along with how much they are 
willing to spend on products or services. The amount of income is influencing the effective demand 
which will in turn generate higher levels of production and decrease unemployment. The 
unemployed, is getting benefits from the state and those benefits are usually lower than his typical 
salary, leading to a situation where, if the income is low, the effective demand will decrease, 
whereas if the income is higher it will increase. Unemployed household should be motivated to find 
a job in order to get higher income (salary) and would thereby spend more on goods (increasing the 
effective demand) since they could then afford to spend more if they will have higher income. That 
is why motivation plays a role in solving the unemployment problems, as in order to increase the 
effective demand, not every time there is a need to increase government spending. But rather move 
the unemployed from benefits to salary as soon as possible.  
                Effective demand        production        employment 
              Benefits          Salary         
 
3.2 Motivation theories 
      When people have to face the problem of unemployment, it is crucial to get them back 
on the track and try to motivate them in finding a new job: being unemployed plays different roles 
on different people, as well as on two different social security systems. There is a need to satisfy the 
basic needs of the unemployed (hunger, water etc.) as well as satisfaction coming from feeling 
20 
 
useful. The Maslow hierarchy of needs theory shows that people are motivated by their needs, when 
their basic needs are satisfied they are able to move towards more complex ones. This theory can 
help to explain why people in Denmark are still motivated to find a job even if their needs are 
satisfied. The SDT theory can help in explaining why some people are more motivated and some 
are less as well as offer an understanding about how people still can be motivated even if most of 
their needs or just their basic needs are satisfied. Perhaps, the SDT theory will also show the 
negative aspects along with the positive ones of each system. The reason for being concerned about 
the motivation is that Danish welfare system, provides to households the necessary income, and still 
expects them to be willing to find a job. This is very questionable towards the self-motivation (why 
should one engage in a job when his basic needs are reached) or are people not motivated (Hansen 
& Elmer, 2013) (Evers, 2012). Estonia is located on the opposite end of the spectrum, with a very 
limited unemployment benefit policy, based on the assumption that this is a stronger motivation for 
the unemployed to find a job since he will need it in order to provide him with the basic needs from 
the Maslow’s pyramid.  
3.2.1 Maslow's hierarchy of needs 
      This theory of motivation helps to understand human motivation and has five levels; 
each appears when the previous level is satisfied.  
- Biological and Physiological needs, such as food, water, shelter, sleep etc. 
- Safety needs like protection, security, limits, law, and stability. 
- Belongingness and Love needs, family, relationship, reputation 
- Esteem needs, for instance achievement status, responsibility 
- Self-actualization as personal growth and fulfillment (Businessballs) 
Maslow argues that when the lowest needs are fulfilled, than person is willing to get more 
satisfaction by moving towards to more complex needs which influence personal development 
(Poston, 2009). He also mentions that each of us is motivated by our own individual needs, for 
example, people need to procure themselves with food in order to function. This need makes people 
work and think how to reach their goal. On the other hand, the individual is capable of regressing at 
any time, in case some of his basic needs are not being reached (Poston, 2009).  
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When a household has no income, their main concern will be to satisfy, somehow, their biological 
needs. That is why this theory will help to look into each case, Estonia and Denmark, and find out 
which of the needs are met in each system and try to explain why people are motivated to find a job. 
Maslow says that the levels in his pyramid match up with the psychological growth of the 
individual (Poston, 2009, p. 6). There is a possibility that not all levels will be used, depending on 
the findings.   
Every now and again people can regress to the basic needs disregarding their respective position in 
Maslow’s theory. For example, a culture which is keener on belonging rather on safety (Poston, 
2009, p. 6). Therefore it is essential to understand the culture of the individual and how he was 
raised - this is one of the criticisms to Maslow’s theory. Another criticism is that Maslow mentions 
that self-actualization is generally common for people who have achieved a high in role in their 
society (such as states’ presidents, for example), but still every individual is actually having his own 
personal growth path at different stages of his life.   
3.2.2 Self-determination theory (SDT) 
      This is a motivation theory, which explains why people have inclinations to behave in 
effective way. The motivation can come be from the outside, such as rewards, as well as from the 
inside, such as – interest, curiosity, values, etc. The SDT mentions two different types of 
motivation: autonomous and controlled. Autonomous motivation is a good example of inner 
motivation, when one acts with the value of volition and has the knowledge of choice. People, who 
act driven by genuine interest, are doing it with their volition. Controlled motivation is about the 
pressure that people feel when they are motivated by the reward as well as the feeling of being 
involved in the activity. The picture below shows different parts of motivation which are described 
by the SDT going from amotivation (describing an individual who is totally not motivated), moving 
to an extrinsic motivation (controlled motivation) towards to an intrinsic (autonomous inside 
motivation, describing an individual that acts led by his own interest and joy). (Gagne & Deci, 
2005, p. 340)    
Those activities which are not interesting involve an extrinsic regulation such as a reward or a 
punishment, which will motivate the person to do well, reach the wanted outcome and try to avoid 
the negative one (e.g. performing a specific task while the manager is watching). An extrinsic 
regulation is a part of an extrinsic motivation which in turn is also a part of a controlled motivation, 
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due to the reason that someone else is in controls of the motivation of the individual who is 
undertaking the activity. (Gagne & Deci, 2005, p. 334) 
 
 (Gagne & Deci, 2005, p. 336) 
      An introjected regulation occurs when the individual complies with the regulations, 
but does not accept them as his own. People are depending on their self-esteem which forces them 
to act in order to feel worthy; their ego pushes them to do better.  The individual will work because 
it makes him to feel a dignified person. (Gagne & Deci, 2005, p. 334) 
       When people’s behavior is more harmonious with their individual goals and 
personalities, they will feel more autonomy and volition: this is referred to as an identified 
regulation. If one understands that even unpleasant tasks can make someone feel satisfied, and he 
respects and understands the need of doing these unpleasant tasks, the one will feel comparatively 
autonomous while performing such tasks, even if they are not interesting or unpleasant. (Gagne & 
Deci, 2005, p. 335) 
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        An integrated regulation happens when the individual’s behavior is an integral part of 
who he is, how he is represented and comes from his inner side. That is why he is self-determined, 
still appreciating the performing of unpleasant chores as a part of who he is. But it is still not an 
intrinsic motivation due to the reason that the individual is not interested in the activity itself, but 
performs it because of the importance of the activity for his personal goals. (Gagne & Deci, 2005, p. 
335) 
All these three types of motivation are the result of internalization of the behavior’s regulation and 
the value association (Gagne & Deci, 2005, p. 334). Internalization means that a person accepts 
certain values and attitudes and then the external regulation begins to be a part of his internal self-
regulation as well as a part of his behavior, so than there is no need for external causes (Gagne & 
Deci, 2005). The whole model (picture) above does not imply that there is a need to go through all 
stages but rather describe to which extent the person could be motivated (Gagne & Deci, 2005, p. 
335).  
       In order for people to have an intrinsic motivation there is a need for competencies 
and autonomy as well as relatedness. These are three basic needs as SDT describes (Gagne & Deci, 
2005). SDT is not focused on how strongly people need them but on what extent individuals are 
capable to fulfill the needs inside their social surroundings. It explores the strength of autonomous 
motivation and matches it against controlled motivation rather than on the total amount of 
motivation. (Gagne & Deci, 2005, p. 340) 
       Both theories can assist in understanding how unemployed people can be motivated as 
different people have different motivational inner triggers. While someone could be motivated by 
his own needs pushing him forward, someone else could be influenced by his inside will.  In the 
analytical part, both theories will be combined and while they will not be used as in depth theories, 
they’ll be used mostly for understanding the cause of motivation behind the unemployed activities 
towards finding a new job. 
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4. Social security/Unemployment benefits 
 
      Unemployment benefits are a part of the social security program which is often 
implemented in the countries of continental Europe (and USA, which is not the part of the project) 
(Walker, 2004, p. 4). Social security could be described as a social help which is funded by the 
government to those who struggle with meeting the basic life needs; financed by taxes imposed on 
the productive part of the population of the country (Walker, 2004, p. 4). The governments decide 
upon the programs and which type of the social security the country is going to use as well as which 
one is more appropriate to the country’s economy, based on collective values, goals, policies 
(Walker, 2004, p. 13). In other words, the social security program depends on the welfare system of 
the specific country (Walker, 2004, p. 13) or on their general social policy if the country does not 
have a proper welfare regime in place. The table below is showing three types of welfare regimes 
and gives a better overview on their characteristics. But only one type is going to be analyzed in this 
project (while two others will be ignored as they are unnecessary). The reason behind that is that, 
this case study is about two countries with different situations: Estonia, a non-welfare state and 
Denmark, a welfare state with a social democratic regime - so called a Nordic model (Medicolink).  
 
(Walker, 2004, p. 14) 
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      A social democratic welfare regime is characterized by the prioritization of equality 
together with freedom. The political role of the states is to regulate and adjust markets and 
implementing social welfare. Their main goal is to keep full employment, ensuring that the 
population is able and motivated to work. Welfare security in this regime is generous, covering a 
wide range of risks and providing individuals with a financial support. In order to keep the equality, 
redistribution of income from better-off individuals to the less well-off is obtained through the 
taxation (progressive tax in case of Denmark). (Walker, 2004, pp. 15-16)  
One of the main reasons to have a social security is alleviation of poverty (Walker, 2004, p. 29). 
Poverty can happen in any country during an economical recession or due to the different reasons. 
One of the reasons for poverty is unemployment, meaning that a household is not able to get a 
sufficient income to cover its basic needs. In this situation the government is able to collect less tax 
money, hence, having reduced revenues and creating instability in the economy. But social security 
is not only about unemployment benefits, it has several aspects such as health care, pensions, 
maternity/family benefits, but these are irrelevant in this project. Unemployment could be divided 
by different types (Luke):  
- Structural unemployment: it occurs when demand shocks (such as reduce demand of a 
specific product or service) or technological shocks (for example technological 
improvements leading to more efficient production, where a smaller workforce is required).  
- Frictional unemployment: it occurs in the period of time while the individual have left his 
previous occupation but have not found a new one yet. It can be voluntary; as the individual 
is willing to stay unemployed a longer period of time and wait for a job opportunity that 
better matches his expectations. Or he is the one who decided to quit a recent job.  
- Cyclical unemployment: it occurs due to the economic recessions or rise. This is the main 
concern of the politicians as the other two are considered as normal and necessary (Thoma, 
2009).  
Both the structural and frictional unemployment do not concern politicians as much as the cyclical 
one. The first two types of unemployment can be seen as the parts constituting a natural level of 
unemployment, which is considered normal when economy is on a full employment level 
(Investopedia, Natural Unemployment) as there will be always someone looking for a different job 
or a more rewarding one. Structural unemployment occurs less often as it is the result of a longer 
process of developing a new technology and implementing it. The main focus of this project will be 
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the cyclical unemployment which has recently harmed the whole European Union, including 
Estonia and Denmark.  
5. Unemployment level 
   
(Eurostat, 2013) 
      The graph shows the overall unemployment rate (the percentage of population who is 
able to work, is aged over 16 and is unemployed (InvestingAnswers)) in the European Union for all 
its 28 countries from the year 2000 until 2012. It is visible from the graph that a severe increase of 
unemployment occurred in the whole Union during the financial crisis. But this is only a general 
overview as each country has reported to have a different rate of unemployment, which in turn 
depends on the country’s economic development as well as the response of the national 
governments to the crisis and the unemployment growth.  
There are two ways to measure unemployment: the rate and the level. The level shows the exact 
size of the unemployed population in the country, while the unemployment rate gives an overview 
on how many people are able to work (total labor force) and how many of them are unemployed. In 
this project, the rate was chosen as a measurement unit due to the reason that countries have 
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different population size as well as the rate would provide a more accurate picture, allowing to 
understand how many people are unemployed in comparison with total labor force of the country 
(unemployment rate= number of unemployed/ total labor force (InvestingAnswers)).  
The graph below represents the unemployment rates in Estonia and Denmark.  
 (OECD, GDP, Unemployment) (The numbers of this graph are presented in the appendix 1)  
      Estonia reported, in 2000, an unemployment rate substantially higher than Denmark 
(13,8% vs 3,5%) but already in 2007 succeeded to decrease it almost to the same level of Denmark. 
As the financial crisis occurred, both countries struggled with high unemployment; however Estonia 
was hit harder than Denmark. In the graph, Estonia shows a very sharp rise in its unemployment 
rates (year 2008-2010, 5,6% to 16,8), while Denmark experienced a milder growth of 
unemployment (year 2008-2010, 3,5% to 7,5%). However Estonia responded with remarkable fast 
decline in unemployment rates from the year 2010 until 2014 (16,8% to 8,1%)  whereas Denmark 
shows a less undulated graph as it improves less significantly in the same years (7,5% to 6,7%). 
Most interesting is the fact that, despite the very different starting points in 2000, and the even more 
different reactions to the crisis, today (2014) Estonia and Denmark are experiencing a comparable 
unemployment rate (8,1% vs 6,7%) 
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6. Estonia  
      Estonia is a small country in Baltic States. It is situated on the coast of Baltic Sea and 
has Finland, Latvia and Russia as its neighbors. The capital city is Tallinn (29,8% of total 
population) and the population of Estonia is 1.340 million on the 45 227 square km (Estonia.EU, 
Estonia at a Glance ).  
In Estonian history, it has been occupied by different nations, such as Germany, Russia, and 
Denmark. Estonia was announced independent in the year 1918, but lost its independence till 
Russian occupation in the year 1940 and restored it in the year 1991, when the Soviet Union 
collapsed (Estonia.EU, February 24: Independence Day). The celebration of the Independence Day 
is very important for Estonian people as they are very proud of their nation that managed to become 
independent after different occupations. Till nowadays there are echoes of the Soviet period in 
Estonia, 26% of population is Russians, big part of Estonians speak Russian or at least understand 
it. The language of education can be chosen as well, there are Russian and Estonian schools. Even 
though Estonian is official language, Russian is still heard almost everywhere. Estonian part of 
population (69%) remembers the Soviet occupation and tries to debase the Russian speaking 
population (hidden discrimination, for example, if you have a Russian surname or background, it is 
harder to get a promotion among Estonians). 
 
6.1 Economy 
In the year 2004 Estonia became a part of the European Union (VM) and from the 
year 2011 Estonian national currency is euro. Estonian has a 21% flat income tax; reinvested 
corporate profit is tax free and the VAT is 20% (Estonia.EU, Estonia at a Glance ). 
Government’s main economic policy goals are to create environment for sustainable economic 
growth, where Estonia is able catch up with developed countries as well as increase its welfare 
(Estonia.EU, A Dynamic Economy, 2013). During the financial crisis, Estonia managed to avoid 
high financial obligations due to its reliability of the fiscal policy which helped to overcome crisis, 
according to the government (Estonia.EU, A Dynamic Economy, 2013). Due to this satisfaction, 
government decided to proceed supporting current fiscal policy (Estonia.EU, A Dynamic Economy, 
2013). One of the results of a good economic development of Estonia could be seen in the report of 
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Doing Business in 2012, made by the World Bank, where Estonia is on the 21
st
 place among 185 
countries (Estonia.EU, A Dynamic Economy, 2013). It shows that there is a great potential for 
Estonian economy and by ranking it with 21
st
 place, it gives the impression that investors are 
interested in this country and conditions for the business are satisfying.  
The GDP of the country is growing again after financial meltdown as it is seen in the graph below. 
But the change in recent years has not been as high as it has been from year 2009 till year 2011. The 
percentage of the GDP growth have slowed down and does not have sharp surges, but the positive 
fact is that GDP increasing to the level it has been before the financial crisis (year 2006-2007 on the 
graph). GDP shows the overall size of the country’s economy, meaning positive development and 
economy grow.       
 
(OECD, GDP Estonia) 
Estonian government assumes that their economic position is ‘relatively unique’ than the rest of the 
Europe in this hectic time. Some reasons are that Estonia has a small financial sector in the total 
economy, majority of the banks in Estonia are under Scandinavian ownership, and has a small 
public debt (Estonia.EU, A Dynamic Economy, 2013). For the next few years, government’s 
priority is to reach a government budget surplus (meaning that the difference in government budget 
balance should be positive – revenues should be higher than spending), obtaining the level of 
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employment which have been before crisis and increasing productivity level (Estonia.EU, A 
Dynamic Economy, 2013). Table below presents the forecast for Estonian economy. 
 
(Estonia.EU, Economy in Numbers, 2013) 
      Most interesting are first two tables of this graph. Economic growth forecasted to be 
decent in the following year 2014. It means that economy will be able to produce greater volume of 
goods and services in comparison with previous year (Investopedia, Economic Growth, 2009). One 
of the reasons for the economy growth can be improvement of life quality, where people will be 
willing to consume more, leading to a greater production.  Or life improvement can be justified by 
decrease in unemployment rates. 
The consumer price index (CPI) shows average changes in prices of the consumer basket, that has 
most necessary things for the consumer. Any changes in CPI are associated with the price variation 
which is connected with living cost. In case of Estonia, the CPI is going down, meaning the drop of 
inflation. The reason for the last one to drop is that CPI is used by statistics to identify inflation and 
deflation periods (Investopedia, Consumer Price Index - CPI, 2009). From Appendix 2, inflation 
graph illustrates that inflation had hit Estonia in the year 2007/2008 and dropped really fast in the 
year 2009/2010 just before Estonia entered the Eurozone. In the year 2010/2011 inflation started to 
grow again as Estonia faced new currency – euro, and the price differences were noticeable when 
Estonian national currency changed into euro; that gave rise in inflation. The rise in inflation 
sometimes follows the decrease in unemployment (The Tradeoff Between Inflation and 
Unemployment), which means that people get more money, they demand more goods followed with 
the increase in prices and vice versa.  
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As mentioned before, Estonia is glad for its fiscal policy. From Appendix 3 it is visible that 
government budget balance had surpluses as well as deficits. From the year 2012 it is in deficit 
which is decreasing. Before that year, Estonia had a budget surplus (except year 2008 and 2009 
when it had a deficit again). By comparing total revenue and total expenditure, it is seen that there is 
no big difference in the numbers, as they almost manage to be even. That means the state tries to 
control their spending in order not to have a high deficit. The social transfers (number 9 in 
Appendix 3) have been rising every year since 2000 till 2008, while in the year 2009 they have been 
decreased again. Other types of social transfers (number 12) have been increasing constantly every 
year. In order to see how much is spent on the social security (it is assumed that social transfers 
include education, medical treatment, unemployment benefits and others) the year 2010 will be 
taken as an example. Total revenue is 5.845– 1.655 (social transfers in kind) – 1.869 (social transfer 
other than in kind) = 2.321. 60% are spent on social transfers; providing country with 40% for other 
expenditures. In the year 2010 they still managed to have budget surplus, meaning that 40% was 
enough.  
Often, Estonia is presented as an example to other countries in the EU which managed to overcome 
crisis and adapt the euro at the same time (TBT, 2012). Estonia had a low public debt level, prior 
the financial crisis, the main rule for the government was to keep government debt at zero or as low 
as possible (OECD, OECD Economic Surveys: Estonia 2012, 2012, p. 17). The reason for that is 
strict fiscal policy as Estonia never thought of spending more than receiving back from taxes (Parts, 
2013) (this also could be seen from Appendix 3). Those actions led to low level of government 
debt.  
Another remarkable factor for Estonian economy to develop is its technology progress. It has 
developed popular software which is used worldwide (Skype) and was the first one that 
implemented online voting
 
as well as has a high record of start-ups (A.A.K., 2013). Since Estonia 
became independent in 1991, the development of new companies went really fast due to free trade, 
flat income tax etc. The internet development went rapidly for the country as they tried to skip the 
paper work and digitalize most of it. Children study computer science and coding from the first 
grade which makes them more advanced when they are grown up. High tech industry is about 15% 
of country’s GDP. (A.A.K., 2013) (Taylor, 2013)  
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Estonian economy managed to get through the Soviet Union collapse, where the whole country 
started almost from scratch. During the year 2008/2009 when crisis occurred, Estonia was hit very 
hard; its economy decreased by 18% (Ames, 2012) and it is better than economic situation in 
Greece. Looking nowadays at Estonian economy in general, it had remarkable growth in 
comparison to other members of European Union. Economy Minister Juhan Parts told the Global 
Post (Ames, 2012) that in order to overcome crisis everybody had to give a little bit, salaries were 
cut by 20% from ministers and by 10% from civil servants. They rose the pension age, reduced job 
protection – all those things which were not approved in Western Europe. The austerity is 
something that Estonian nation is used to after the Soviet Union. Nevertheless Estonia still faced 
few problems in the economy such as high unemployment and low salaries.
 
(Ames, 2012) 
The Gini coefficient helps to see income 
inequality in the country. In order to have 
equality in the society, the Gini coefficient 
should be closer to zero (more people have 
the same income), and higher it gets, more 
rich people exist in the society. In Estonia the 
Gini coefficient number is 0,49 before 
taxation and 0,32 after, while OECD average 
is 0, 31. Connoting that inequality is 
relatively high in Estonia.  
(OECD, Government at a Glance 2013: 
Estonia, 2013) 
6.2 Political Institutions 
      Estonia has a parliamentary democracy (Estonia.EU, Estonia at a Glance ). Head of a 
state is the President who is elected by the parliament for five year period. The President of Estonia 
is a formal head of the state and he proclaims law that is represented by the Parliament as well as 
represents the country. He has also the right of veto. Estonia is a democratic state; the supreme 
power of the state is in people. Estonian Parliament represents the power of people as it is elected 
by them and is called Riigikogu. There are 101 members in the unicameral Parliament and elections 
(all citizens above 18 years old can vote) are held every four years. Riigikogu has highest legislative 
authority and has the right to accept laws. The executive power is given to the Government of the 
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Republic (Vabariigi Valitsus) controlled by Prime Minister and ministers who have certain 
legislative power. They have the right to pass regulations for implementations of laws. The 
Government has a power together with the President to dismiss the Parliament if trust is lost. The 
Supreme Court has the higher jurisdictive power. The court system has three levels: courts of first 
instance (county and city courts and administrative courts), courts of appeal (circuit courts) and the 
Supreme Court which also functions as a constitutional court (Estonia.EU, Estonia at a Glance). As 
Estonia is a part of the European Union, it is bound by the EU law. Estonian laws have to be 
harmonized with EU laws. The National Bank is independent from the Government. There are also 
local governments which are elected by people living in these exact areas or so called municipalities 
(there are 15 counties, 33 towns and 194 rural municipalities). (Estonia.EU, Estonia at a Glance ) 
(ECCI) 
6.2.1 The Parliament or so called Riigikogu 
Estonian Parliament has four main factions after recent elections (Riigkogu, 2012): 
• Estonian Reform Party faction
 
(Riigikogu, Estonian Reform Party faction, 2011) - 33 
members, base their decision on the liberal principals in accordance to welfare of Estonian 
nation. The party is concentrated mostly on economic development of the country, being 
accused not thinking about the social issues of the population. But they assume that if 
economy is successful, it can support everyone who is not capable of doing so. Their 
strategy is to achieve economic growth with liberal tax policy, thereby lowering taxation and 
increasing incomes.  
• Pro Patria and Res Publica Union faction
 
(Riigikogu, Pro Patria and Res Publica Union 
faction, 2011)- 23 members, is the right wing conservative party which values the freedom 
above anything else. The main goal is to make people happy by creating the environment 
which supports people happiness. They endorse low taxation and stable economic 
environment as well as promoting the education.  
• Estonian Centre Party faction (Riigikogu, Estonian Reform Party faction, 2011) - 21 
members, this faction has always been in the Parliament since Estonia regained its 
independence. Their priority is that people need to understand their power in helping state to 
make right decisions thereby feel valuable and needed. The idea is to build a stable welfare 
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state, where social security is available for all Estonian residents as well as defensing the 
interest of the state and Estonian citizens abroad.  
• Faction of the Social Democratic Party
 
(Riigikogu, Faction of the Social Democratic Party, 
2011) - 19 members, valuing an idea of well-functioning public sector with stable market 
economy, where individuals feel needed and happy. They see a society as a caring and 
equal. This party was represented in every Parliament after the regained independence. In 
the year 2006, the member of this party was elected as the President of Estonia who is 
currently in charge.  
It is seen from the parties’ description, that all support the idea of a better functioning state. There is 
no big contradiction among values of the parties, but it could be perceived that the ruling party 
(with the majority of the seats) is more concentrated on the economy while three other on the social 
issues of the country. That could explain why Estonia has a good direction towards an economic 
growth and is able to explain high unemployment rates as well as a risk of poverty in the country. 
 
6.3 Social Security 
Estonian national protection system has three parts: pension insurance, health 
insurance (both are compensated from social tax) and unemployment benefits (subsidized by 
employment insurance contribution and unemployment allowances). The Ministry of Social Affairs 
(Sotsiaalministeerium) is responsible for the social security and the social welfare. The Social 
Insurance Board (Sotiaalkindlustusamet) is under the Ministry as a decision-making agency 
together with two public legal bodies which are responsible for different administration parts of 
social security: the Health Insurance Fund (Eesti Haigekassa) and the Unemployment Insurance 
Fund (Eesti Töötukassa). The Unemployment Insurance Fund (UIF) is a main scheme of this 
project that is why other parts of the social security are not being described. (Commission, 2012, p. 
5) 
In Estonia there are two types of unemployment benefits (Commission, 2012):  
• Unemployment insurance benefits, which are earnings-related and financed by contributions 
to a compulsory insurance scheme; it covers all employees (except self-employed) and in 
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order to get this insurance, employee must have paid contribution for 12 months in the 
recent 36 months being employed. (Commission, 2012, p. 21)  
The amount of unemployment benefits is 50% of a previous salary during first 100 days of 
unemployment and 40% of the salary thereafter. It is paid for 6 months till one year 
depending on the contribution record of the individual. When the application is sent, 
benefits will be paid on the 8
th
 day. In the cases of redundancies or employer bankruptcy 
benefits are funded only by employer’s contribution and are taxable. (Commission, 2012, 
pp. 21-22) 
• Flat-rate State unemployment allowances financed from the general State budget. It is a 
subject to mean testing, and only those unemployed who have a very low income are 
qualified for allowances. (Commission, 2012, p. 21)  
The allowances are also paid on the 8
th
 day after an individual registered himself as the 
unemployed. The maximum period of receiving allowances is 270 days and is calculated on 
the basic daily rate of 3,28 euro (SM, 2013). The payment is tax free. (Commission, 2012, p. 
22) 
The UIF is in charge of paying off the unemployment insurance benefits, for collective termination 
of employment contracts and benefits if an employer is insolvent. From the year 2009, it works with 
unemployment allowances as well. The regional employment offices prepare such tasks as 
processing of claims, granting and paying allowances but they subordinate all those tasks with the 
UIF. Funding of unemployment insurance is going through the 4.2% contribution paid by 
employers and employees. (Commission, 2012, pp. 5-6) 
In order to get one of the unemployment benefits, several conditions should be accomplished 
(Commission, 2012, p. 21):  
Involuntarily unemployed 
Not actively working 
Fit for work and otherwise not prevented from taking suitable work 
Be available for full time work 
Be aged between 16 and pension age 
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Be registered as unemployed at labor market board 
Be actively seeking employment 
Beginning from the year 1992, Estonia is using very low unemployment allowances for all 
segments of the population (Praxis, 2011, p. 125). The reason for that is to give an income for those 
unemployed who are actively searching for a job. Allowances are in average 101,5 (SM, 2013) euro 
which is lower than a living minimum (the minimum salary in the year 2013 its 320 euro (Stat)). 
The unemployment insurance benefits are in average about 265 euro and they vary depending on 
employee’s salary. As a part of benefits, other social benefits are offered to the unemployed: 
support of scholarships, travel and accommodation allowances (Praxis, 2011, p. 125). Graphs below 
show the average unemployment benefit receivers which were registered unemployed (on the left) 
and newly registered unemployed (on the right). Green color are those who do not get any benefits, 
red –those who are getting unemployment insurance benefits and blue are those who get 
allowances.  
 (Praxis, 2011, p. 127) 
It shows that a huge amount of people in the recent years (2009-2011, there is no data for the recent 
2013) are not getting any benefits (green), and reason for that could be a long term unemployment 
where time of benefits has ended (the unemployment rates started to rise in the year 2008, when the 
financial crisis stroke EU. It helps to explain the raise in the figures in the years 2009 and 2010 as 
most of those unemployed who came under layoffs in the year 2008, stopped receiving financial 
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support in the year 2009, if no job was found). Thereby the unemployed have chance of living at the 
risk of poverty, trying to find a work more assertively or emigrating to other EU countries. The 
graph on the right shows that in the year 2011 the amount of newly registered people decreased in 
comparison with the year 2010 almost in half; connoting that the level of the unemployed 
decreased. 
 So if people are not able to receive unemployment insurance for some reason, they 
have to apply for the allowances. And being lower than a living minimum, it is hard to imagine how 
unemployed are able to live on them. That leads to a high risk of poverty among unemployed 
households. In order to help unemployed to find a work faster, UIF provides them with different 
kind of support (Töötukassa E. , Teenused, 2013): 
• Help to the people with the disabilities in finding working place. (Töötukassa E. , Abi 
erivajadusega inimestele ja nende töölevõtmiseks, 2013) 
• Assistance in taking care of someone in the family (child or elderly), by compensating costs 
of taking care (around 16 euro per day for the one person). (Töötukassa E. , Abi pereliikme 
hooldajale / lapsevanemale, 2013) 
• Voluntary work (social) - paid type of work which does not need any qualifications from a 
person is provided by local municipality or non-profit organizations. A worker is getting not 
less than a minimal rate of 1,9 euro per hour. Such work could be done not less than 10 
days, but not more than 25 hours weekly. In the best case, a voluntary worker can get a 
permanent working place in the end on the voluntary period. (Töötukassa E. , Avalik töö, 
2013) 
• Support for the start up. Until the recent years it can be up to the 4474 euro, which aims to 
motivate and support of starting up business. There are many conditions which person 
should consider when applying for this kind of help. 
• Training for the labor market suitability, which provides the unemployed with skills and 
knowledge they need for finding a new working place. Person can only get training in case 
if his adviser considers it crucial in acquiring new qualifications in order to find a job. A 
period of training can be from one day to one year and is done in Estonia.
 
(Töötukassa E. , 
Ettevõtluse alustamise toetus, 2013) 
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• Consultation services about carrier, seminars on how to find a job, club for the unemployed, 
psychological help and other types of services.
 
(Töötukassa E. , Nõustamisteenused, 2013) 
• Test work, meaning that person gets an opportunity to work in a company for one day. It 
will help him to see how suitable the work is for him. The working day is usually held in 
those companies which are searching for an employee through the UIF. A person is 
provided with the transportation allowances if the working place is no closer than 500m 
from a home.
 
(Töötukassa E. , Proovitöö, 2013) 
• Employment training is considered for those who have not worked for a long period of time 
or do not have a working experience at all. The duration time is up to three months (six 
months for those with special needs). During employment training one can apply for 
transportation allowances, scholarships. Training develops the ability to find a work, social 
skills, gives an overview of the local labor market, etc.
 
(Töötukassa E. , Tööharjutus, 2013) 
• Work practice. It gives a chance to get a job as well as gain new skills and experience. The 
practice is considered when a person is lacking an experience or skills that need to be 
improved. The duration can be up to four months. If person will end up his working practice 
without any reason, his unemployment benefits could be terminated. The scholarship is 3,84 
euro per day. An employer gets a reward for providing a practice place.
 
(Töötukassa, 
Tööpraktika, 2013) 
• Working abroad (EURES - European Employment Services). An organization which helps 
to find a job abroad.
 
(Töötukassa, Välismaal töötamine ja Euroopa töövahenduse teenused 
(EURES), 2013) 
The UIF tries its best to help the unemployed to find a job as soon as possible. It is in the interest of 
the government that people will be able to pay taxes and spend their income. That means the 
government will be able to get a budget surplus and avoid deficit which lead to the prosperity of the 
state.  
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 7. Denmark 
       Denmark is situated in Northern Europe and is a part of Scandinavia. Its closest 
neighbors are Germany, Sweden, and Norway. Population in Denmark is around 5,5 million with an 
area of 43,098 square kilometers. It is situated on several islands and surrounded by the Baltic and 
North Seas (Denmark.dk). The capital city is Copenhagen with 1,2 million citizens.  
During Second World War, Denmark wanted to keep  neutrality, but Germany still managed to 
occupy Danish territories, however the last one managed to avoid substantial damage after WW2 
(LonelyPlanet). After the war, social democrats paid a lot of attention on creating a state with stable 
social welfare, guaranteeing medical help along with expanding education and public support. A 
welfare system was concentrated mostly on the individual needs than on family concept 
(LonelyPlanet). Being able to build a welfare state (it took almost 20 years), Denmark was also a 
predecessor of the European Union in the year 1973. Denmark did not fancy an idea of expanding 
the Union, rejecting the Maastricht Treaty (terms of greater economic and politic cooperation) in 
1992. It has denied a concept of adapting euro as a national currency. (LonelyPlanet) 
An interesting part of the Danish history, which should be taking into consideration when talking 
about the welfare and the social security, is the Jante Law (Rae, 2012). It could help to understand 
the willingness of individuals to be equal and welfare state helps them to feel equal in the moment 
of weakness. “Jante law is a pattern of group behavior towards individuals within Scandinavian 
communities, which negatively portrays and criticizes individual success and achievement as 
unworthy and inappropriate” (Rae, 2012). Being better and showing ones superiority is appreciated 
by Danish citizens. This law is integrated in Danish culture even if it is not a real law but a concept 
taken from a novel of Aksel Sandemose (written in the 1933). This cultural thing assists in 
understanding behavior of the Danish people in a certain decision making processes. As well as 
why they support to the welfare state values. 
 
7.1 Economy 
      Denmark managed to create a welfare state with stable economy. It is one of the most 
expensive countries to live in (Isherwood, 2011). Even if tax system is progressive, individuals are 
willing to migrate to Denmark from poorer countries thereby providing the country with cheaper 
labor force. The maximum of the income tax rate is 56 percent (IEF). The progressive taxation 
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system helps to distribute the welfare among citizens. So if an individual is earning more than a 
minimum salary, the tax will be calculated based on his income, thereby providing the government 
with income which will be spend on the social security. By doing so, the government provides 
citizens with sense of stability, security and equality. 
Nevertheless, Denmark was hit by the financial crisis as well and the government has made a lot of 
reforms in economy in order to get back on the track, but still there are few challenges left. There is 
a need to improve competitiveness and productivity growth in addition to improve education and 
create a long term labor supply (Government, 2013). These are the main issues for the country in 
the further years. Due to these problems, there were cut backs on the welfare state benefits 
(Heritage). For example trying to get of benefits the younger and older population as well as 
decreasing the period for receiving unemployment insurance from four years to two (DALEY, 
2013). It is explained that individuals in the past years were not willing to get help from the state, 
but now they see it as their right to receive the financial support without contributing back 
(DALEY, 2013). Economists assume that the Danish welfare system is under threat of being 
misused. (Levring, 2013).  
 
In the graph below it is shown that GDP of Denmark is constantly growing, meaning that economy 
is improving every year. In the year 2008\2009 there was a decline in GDP, which happened in the 
period of financial crisis. However, Denmark managed to continue its economic growth. When 
looking into the percentage change of GDP, it is seen that in average, the growth was not so stable, 
in comparison with two previous years. Economy managed to get back on a track after financial 
crisis, but the change in the GDP is still relatively small. In the case when the GDP falls for more 
than 2% it means that unemployment should be increasing (Investopedia, Okun's Law).The 
unemployment rates increased during the drop in GDP in the year 2009, as the drop was more than 
2%.  
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Source: OECD, GDP Denmark 
      By looking into government budget balance (appendix 4) it is obvious that the budget 
deficit begun in the state since year 2009, one year after the beginning of the financial crisis. One of 
the main earnings for the state is taxes on income and wealth (number 2 in appendix 4). Social 
transfers (number 9) have been also rising every year, but raise slowed down after the year 2009. 
On the other hand, social transfers of other than in kind rose more rapidly (number 12). In order to 
see how much was spend on the social security, the figures from the year 2010 will be taken as an 
example. Total revenue is 959 – 365 (social transfers in kind) – 297 (social transfer other than in 
kind) = 297. Social transfers take about 70% of the revenue; providing only 30% to all other 
expenses, in case the state wants to have a budget balance. An increase of the budget deficit could 
be explained by the state wishing to improve economic situation through using fiscal policy. On the 
other hand, the budget deficit can occur if income of the state decreased. However, the current 
government wants to strengthen their fiscal policy and decrease spending by controlling them and 
creating an expenditure ceiling (Government, 2013, p. 14).  
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The Gini coefficient in Denmark is 
high before taxes are subtracted, 
meaning that some part of the 
population is getting more that other in 
their income. After taxation, the 
inequality is decreasing, as Danish tax 
system is progressive, meaning that 
individuals have more equal society. 
(OECD, Government at a Glance 2013: 
Denmamrk, 2013) 
7.2 Politics-Institutions  
Denmark has unique political system; it combines parliamentary democracy and 
constitutional monarchy. The last one means that monarch actions are limited by the Constitutional 
Act. Current queen has no political power connoting that she does not intervene in political life and 
does not state political opinions. Yet, she takes part in signing laws that have been approved and has 
power to officially assigning the Prime Minister. (Jayasinghe, Democracy and Monarchy, 2012) 
The political power of the state is divided in the three parts:  
• The Parliament (Folketing), which executes the legislative power: adoption of the laws, 
approval of the state’s accounts, approving the budget, controlling the Government and 
participates in international collaboration (Jayasinghe, The Parliament, 2011). The 
Parliament has 179 seats, and is elected by people every four years (voters should be Danish 
citizens and older than 18 years old (Legislationline)). (Jayasinghe, 179 Members , 2012) 
Governing parties in the Parliament are (Folketinget, 12 Political Parties, 2011) (Clemmensen, 
2013):  
1. The Liberal Party (47 seats). Their main principle is a freedom of choice as well as being 
responsible for own choice, society and each other. In order to have free society there is a 
need for free competition. Decisions should be made on a local level and not centralized, 
promising more effective feedback from people. (Venstre, Basic Political Principles) 
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In order to keep welfare, it is very important to maintain production which finances the 
welfare. Party’s goal is to stabilize growth of employment; proposed policies should be 
based on low inflation rate, low interest rates, fixed currency rate and stable public finance. 
(Venstre, Domestic Policy)  
2. The Social Democratic Party (45 seats). The current Prime Minister is a member of this 
party.  The values of social democrats are to have equality, solidarity, freedom and to fight 
poverty. They support welfare system and try to decrease unemployment by increasing labor 
supply which will lead to an economic stability. They support tax reform. They were 
predecessors of an idea of the welfare policies after WW2 and they were in rule for a long 
period of time (EH.net, 2013). (Socialdemokraterne) (TDSD)  
3. The Danish Peoples Party (22 seats). The principles of this party are to provide freedom of 
Danish people in their own country, promote government and monarchy as well as to 
maintain Denmark’s independence. They support church and argue against European Union. 
They have a critical view about immigrants due to the reason that Danish citizens need to 
live in the safe community. (Danskfolkepart) 
4. The Social Liberal Party (16 seats). The party wants to improve liberal democrat movement 
in Europe. As it is a reform party they consider changing as way of improvement. The 
country is facing new challenges daily and they believe in the future. With an aim of 
sustaining the financial accountability and welfare, there is a need of reforms, making 
Denmark more attractive to invest into. They promote equal opportunities for all. (Radikale) 
5. The Socialist People Party (15 seats). The party stands for the equality, freedom in decision 
making and security. They want to improve welfare, increase employment as well as 
economic growth. In order to overcome economic meltdown, they want to provide new jobs 
and are opposing right wing parties. (SF) 
6. The Unity List (Red-Green alliance) (12 seats), is democratic socialists party. Their main 
aim is to solve environmental problems in combination with politics for social change. They 
fight against corporate driven globalization, privatization and neoliberal politics saying that 
people factor is more important than a profit. (Enhedslisten) 
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Liberal Alliance has 9 seats and the Conservative Party only 8. Four other parties have only one seat 
in the Parliament. Due to the reason that they are minority, there is not obligatory to look into their 
political values as they play minor role in the decision making.  
• The Government, which carries out the executive power and runs country accordingly to the 
laws accepted by the Parliament. It is leaded by the Prime Minister and usually includes 20 
ministers (each minister has own area of responsibility). Most of laws are drafted by the 
Government, indicating that it can influence new laws. The Government system in Denmark 
is negative parliamentarianism. Connoting that the parliament has a right to resign the 
government if the majority will be against it. (Folketinget, The Danish System of 
Government, 2012) (Jayasinghe, The Government, 2011) 
• The Courts execute judicial power, deciding if a citizen of Denmark or foreigner has broken 
the law. The court is in charge of interpreting laws and acting independent from other 
institutions. (Jayasinghe, The Courts, 2011) 
After financial crisis, Denmark had to fight high unemployment rate. The last one uses a lot of state 
income, due to a reason that social security in the welfare state as Denmark is substantial. Political 
parties aim at this point to eliminate high unemployment rates which will help to boost up economy 
as an outcome. On the other hand, they do not want to make major changes in the welfare system 
which has been developed within all these years. Obviously, parties do have different values and 
ideas on how policies should work in the state and which political tools should be implemented. 
However, due to a reason that in this project the main topic is the unemployment benefit program, it 
is more vital to see attitude of ruling parties rather than analyzing their decision making process.  
 
 7.3 Social Security 
      Nowadays, Denmark is a welfare state with the social democratic regime 
(Scandinavian welfare system), which was presented in one of the chapters above. In case of social 
problems (unemployment, sickness, etc.) all citizens are able to receive support on equal rights 
(Aziz, 2012). Danish social security system is called the “flexicurity model” (BM, Flexicurity i 
Danmark). It got this name due to three elements in it, like a labor market flexibility (light rules 
which allow to hire and dismiss easily), income security (the social benefits) and active 
employment policy (everyone will be able to receive an active offer; it could be training, job and 
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etc.) (BM, Flexicurity i Danmark). The success of this model is low unemployment in a long run 
together with low structural unemployment (BM, Flexicurity i Danmark).  
Denmark’s social security covers a range of benefits such as (EC, 2012, s. 3): 
• Sickness, maternity benefits and other aspects which are connected with individual health 
• Benefits for accidents at work or diseases 
• Allowances for the funeral expenses 
• Invalidity pensions 
• Pensions 
• Unemployment benefits 
• Family benefits 
Most of social security benefits are compulsory except for the unemployment insurance and are 
financed by taxation including labor market contribution (an 8% tax which is taken from the salary 
or income, except security benefit, of everybody who is working in Denmark (SKAT). This tax 
goes to the state for labor market expenses like insurance benefits (Statensnet)) (EC, 2012, s. 3). 
7.3.1 A-kasse 
A-kasse is a shorter name of arbejdsløshedskasse (unemployment fund). Its roots go 
back for more than 100 years, where in the year 1907 first A-kasse was founded. Its basic functions 
and rules stayed almost the same until nowadays. A-kasse is linked with trade unions (Akasse.com, 
2011). (But one should not mix a trade union with an unemployment fund as their purposes are 
unlike. Unions are responsible for agreements, rules on minimum wages, free legal assistance, and 
other problems connected with working place and legal rights (Akasse.com, A-kasse og 
fagforening, 2011)).  
However it is A-kasse that pays insurance for the unemployed and not the union. There is no need 
to be in a union in order to be a member of A-kasse.  
Participation in A-kasse is voluntary, and individual can decide himself which unemployment 
insurance fund (A-kassa) to join. In order to receive insurance benefits, one should be a part of a 
fund at least for one year and to pay a membership contribution. Together with that person should 
be employed as part time or full time for at least one year in the past three years (approx.1924 
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hours). In order to become a member, the person has to reside in Denmark and be between 18 and 
63 years old. (EC, 2012, p. 27) 
The Ministry of Employment (Beskæftigelsesministeriet) is in accountable of an unemployment 
insurance. It is also responsible for rules connected with employment and work, financial support 
etc. (The Ministry ). Part of the membership contribution cover states share of expenses which are 
connected with unemployment (EC, 2012, p. 3). Insurance funds are sponsored by Danish 
government (A-Kassa, 2011). The part of the Ministry of Employment is a National Labor Market 
Authority which has to guarantee that Danish labor market if dynamic, flexible and efficient 
(Arbejdsmarkedsstyrelsen, The National Labour Market Authority). The goal of the ministry is to 
increase the supply of labor, indicating that people need to find a job and quit using the social 
security benefits (Arbejdsmarkedsstyrelsen, The National Labour Market Authority’s goals, mission 
and vision).  
In order to help the unemployed to find a job sooner, they are providing different services for them, 
for example such as:  
• personal coaching and support in preparing for your first or next job (CA) 
• assistance on how to write your CV and job application (CA) 
• courses for being able to fit the labor market or a new job (CA) 
• help in finding an internship in the company or a wage substitute (3F) 
• free judicial help as well as help with the contract (Lederne) 
However, funds are private organizations and their offers for the members are different as well. It 
means that funds create their own programs which in their opinion will help unemployed to feel 
secure in finding a new job. In order to be able to receive unemployment benefits, one should be 
unemployed, registered in the public employment service (Jobcenter, which helps to find jobs as 
well as is a tool of communication between companies and the unemployed 
(Arbejdsmarkedsstyrelsen)) and actively searching for a new job. Benefits will cover 90% of the 
previous salary up to 788DKK (approx.106 euro) per day if a person had a minimum wage. Certain 
unemployed will get 80% of the maximum amount regardless their previous earnings such as newly 
graduated students (14,000 DKK per month for graduate, and up to 17,000 DKK per month, if one 
has lost a job (CA)). Those who had a maximum salary will only receive the maximum amount 
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which is 17,000 DKK. The unemployment benefits are paid for up to two years in the three year 
period. (EC, 2012, p. 27)  
In the year 2013, a majority of the employed lost their insurance as the two year period passed by. 
The government in cooperation with other main players on the labor market entered into an 
agreement to create an emergency package. The last one has to intensify the job search assistance 
and target job places. Together with the Unity List party, the government agreed on providing with 
education or training those who will lose their benefits shortly. (BM, Finanslov 2013: En 
ekstraordinær arbejdsmarkedsindsats ) 
7.3.2 Social assistance\ start allowances 
In some occasions not everybody is able to become a part of the fund and get 
insurance. In this case, individuals will be able to apply for a social assistance (kontanthjælp) or a 
start allowances (starthjælp). The applicant should be unable to provide himself or his family with 
the basic needs due to some particular circumstances such as sickness or unemployment. This is 
applied to any person who stays in Denmark in accordance with a law, his age, period of stay, 
family and children. For those who stayed in Denmark more than seven years in the past eight years 
the social assistance is available, in another case it will be the start allowances. An individual who 
is getting financial support needs to agree on accepting offers on different services which will help 
him to get back on track and find a job. The social assistance is 80% of the maximum 
unemployment benefit for the person with a child (in the year 2012 it was 13.732 DKK 
(Bekræftigelsesministeriet)) and 60% without one (10.335 DKK (Bekræftigelsesministeriet)). 
Starting allowances and for those who are under 25, (the amount is up to 6.660 DKK 
(Bekræftigelsesministeriet)) the rate is different and is counted individually. In comparison with the 
unemployment insurance, there is no time limit on receiving these benefits. However if one will 
receive social assistance for more than six months, the amount of assistance will be reduced. 
Municipalities are in charge of handling applications and providing individuals with benefits as 
soon as possible. (EC, 2012, pp. 29-30) 
An active job search is one of main points in the “flexicurity model”. Two basic elements are 
contact process and activation. General rules of the contact process, is that the unemployed should 
prepare a resume within four weeks of being unemployed, and go to job interviews at least every 
three months. After nine months of being unemployed, an individual has a duty to take a part in 
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services which will be planned by the Jobcenter or A-kasse. After that it will happen every six 
months.
 
(BM) 
One of the opportunities which are provided by the municipality is so called “flexjob” (BM, 
Fleksjob) – flexible working arrangements. This kind of job is offered to those, who for some 
reasons, do not have all competences to maintain their job or the ability to work is limited. An 
employer can decide on the specific task agreement and pay salary based on work done; another 
part will be paid by the municipality. This gives an opportunity for the unemployed to get back on 
track and possibility of get a full time job afterwards. (BM, Hvad er fleksjob?) 
Both types of unemployment benefits give an opportunity for individuals to feel less rejected and be 
able to find a job as soon as possible. Danish model is acknowledged as a successful one in fighting 
unemployment. It is stated that success of this model is due to the high compensation for the 
unemployed in addition to strong requirement to participate actively in a job seeking process. There 
were years of high unemployment in Danish history, but this exact model helped them to decrease 
unemployment level. (EH.net, 2013) 
From another view point, such model makes individuals less motivated to find a work, even if it is 
assumed that one will search for a job actively. Some individuals do not have high living standards 
and their demands are lower than others. In this case, they will be glad to receive an insurance or 
assistance, in addition to continuing to be unemployed for a long time. Danes are people with high 
living standards. This could be the greatest motivation for them to find a job as soon as possible in 
order to receive higher salary. However, as it was mentioned before, there are a lot of immigrants 
and foreigners who live in Denmark. They are capable to free-ride the system as well. In this case, 
they are the ones who could take an advantage of the financial benefits while others pay high taxes. 
As Denmark is a part of European Union, most of it social benefits spread on EU citizens as well. In 
order for the system not to be misused, Denmark created several rules for those who come from 
another country. They need to work at least two years in order to be able to get the unemployment 
benefits (WID) or student grants (SU). This gives confidence to the state that the system will not be 
abused and before giving away, there is a chance of receiving an income from the taxation. 
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8. Analysis       
 
        By comparing two cases, Denmark and Estonia, it is seen that Denmark had a greater 
experience of building a social security as well as a welfare state. It took the state many years to 
create a country with equality and security. The system is supported by all political parties and they 
try to do everything in order to guarantee the status quo. Meaning the government would like to find 
the solutions to the current problems while trying to avoid major changes in the social security.  
Estonia is having a positive economic growth since it separated from the Soviet Union. The 
government managed to create a country with potential for development. The previous experience 
helped to be able to overcome critical moments and move forward. The government today believes 
that the austerity helps the country to solve most of their economic difficulties.  
In the case of the social security, i.e. unemployment benefits, both countries manage to have a 
system which will help people to find employment. These two systems are not so different after all. 
Both of them provide people with the services which supposedly help them in their job search, in 
order to get them back on track as soon as possible. But the major difference is in the size of the 
subsidy. Both countries have unemployment policies in place, allowing an individual to give up a 
part of his income in order to be insured, should he lose his job. In addition to insurance, there are 
allowances and assistances, but the difference is in their duration and amount.  Estonia is providing 
even less than minimum income (the minimum wage limit is 320 EUR as was mentioned above) for 
the unemployed. It is assumed that the state does it for a reason. The low income will motivate the 
person to search for the job more effectively as the basic needs will not be covered by such income.  
In Denmark, the unemployed gets an income of 90% of the previous minimum amount of salary, in 
the case of receiving the insurance. If the person has a high salary, he cannot get more than 17.000 
DKK (Krifa) (around 2200 EUR (XE Currency Converter)) in his insurance which is around 50% 
of his salary. That means the person with a high salary is more motivated to find a new job than the 
one with a lower salary. If one is receiving assistance from the state, a lot of other factors are taken 
in account in order to calculate the amount of the subsidy. This is done due to the reason that an 
individual should be able to provide himself and his family with their basic needs. However, by 
doing so, many individuals could accept living on the minimum subsidy they can receive from the 
state. Such attitude can lead to a less motivated behavior towards employment search, resulting in 
higher unemployment. On the other hand, Danish citizens are well motivated to find a good job 
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which will suit their education and be able to support their lifestyle. And if a Dane had a good 
income, he rather waits for a more favorable job instead of working on a lower wage. Anyway, 
people values and needs are diverse. A big part of the population is made of foreigners or 
immigrants. Under the law, many of them are able to receive benefits and financial assistance from 
the Danish state. Their culture and values are different if compared with those of the Danes. They 
may perceive such benefit as something that could be used as a source of income without 
contributing back, effectively free-riding the welfare system. While this is an important topic for the 
state, it will not be discussed in this project.  
 
8.1 Motivation analysis 
        One of the reasons why this project was written is to see how both systems motivate 
unemployed people to find a new job. The Maslow’s hierarchy of needs theory will be applied for 
both cases. The Estonian system, with its limited financial help for the unemployed, aims to 
motivate people to stay unemployed as little as possible. After losing a job, if the unemployed is 
receiving allowances (the monthly allowance in Estonia corresponds to 102 EUR), the person is not 
capable of paying for both the housing and the food. Such a small amount of money, compared to 
the cost of the living in Estonia, it is not even enough to pay for utilities, even if the person is living 
alone. The average price of the monthly utilities, such as water, electricity, is around 160 EUR 
(EURES, 2013), but can be higher. This is indeed a very effective factor of motivation.  
Meanwhile, if the unemployed is receiving the insurance benefits instead, the amount of the benefit 
will depend on the salary he received from his previous occupation. While receiving the insurance 
benefit, the person is usually able to satisfy both his biological and physiological needs. Maslow’s 
theory states that an individual will not be able move up towards higher needs in the pyramid, as 
long as the lower needs have not been reached; and in case of insurance benefits, the lowest need is 
usually reached. But at this point, using the unemployed insurance (along with other services), the 
state is allowing the individual, to reach the safety step of the pyramid, as the safety step includes 
both physical safety (depending on housing, security and healthcare) as well as psychological safety 
(that includes family and morality, depending on the ability of the individual to provide food and 
shelter to himself and his family, without the need of engaging into unmoral activities). It can be 
assumed, that if the unemployed is receiving less than 160 EUR per month, he will hardly be able to 
satisfy even his biological and physiological needs, as defined in Maslow’s pyramid. While lacking 
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a sufficient income, the person will search for other ways to satisfy his basic needs, such as taking 
loans, borrowing from family and friends or engaging in immoral (or illegal) activities. Seen in 
perspective, a loan is not the most desirable solution to the problem as the person is supposed to pay 
it back in the near future. Nevertheless, in Estonia it is not uncommon to borrow small amounts of 
money, from financial institutions, without a credit check, electronically or via SMS. But such loans 
are lent with high interest rates. In case the unemployed relatives are not able to help, he faces the 
risk of living in poverty. In a positive perspective, the person will be trying to get employed as soon 
as possible and will be willing to perform less desirable jobs, even if he is educated or skilled. Such 
a need strongly motivates the person, possibly helping him to think out of the box. He will not be 
worrying about his other Maslow’s needs until he’s able to fulfill this one.  
The goal of the government is to encourage the unemployed citizens to help themselves, under the 
motivation of their own needs, while providing a minor financial help. 
The Danish system, which is believed to be more successful, is geared towards 
providing the unemployed with different activities, together with a more generous financial support. 
The insurance benefit amounts to around 17.000 DKK, this is before income tax. A usual income 
tax rate is between 36-44%, depending on the average yearly income, meaning it a typical insurance 
benefit will amount to circa 11.000DKK. In Denmark, typical monthly utilities together with the 
rent amount to around 6000 DKK in general (Numbeo, 2014). Again the cost of housing is variable 
on whether its owned by the unemployed, rented from a 3
rd
 party or rented from the state, so it can 
vary from 3000DKK and up. That means there will be 4000 - 5000 DKK left to live on, this should 
be enough to cover the basic needs of one person. Presumably both the biological and physiological 
needs are met. The Danish government aims to motivate its population to develop further than their 
basic needs and try climbing up Maslow’s pyramid towards the Esteem and Self-actualization 
needs. Upon reaching these levels, the individual will be motivated to aim for even higher values: 
he has now the possibility to develop himself and living on a low income will not be enough. The 
person is no now willing to spend more resources in order to find an occupation which will keep 
their self-esteem developing, aiming to achieve Self-actualization. It is therefore presumable that 
allowing the individual to reaching at least the Self-esteem is the goal of that Danish government’s 
policy.  
At the same time, the social assistance provides a subsidy of similar amount: circa 10,000 DKK for 
each person living on his own (if not married and over 25 years old). So upon receiving social 
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assistance, the person’s basic needs are satisfied as well. However, one can receive the social 
assistance for a longer amount of time, but provided there are no other means of income. Savings, a 
car or real estate (Jobnet) are also considered means of income: the unemployed owning any of the 
latter, will be required to sell them and have used all the revenue coming from the sale, before he 
will be granted social assistance  
From the analysis of both systems using Maslow’s theory, it can be seen that the unemployment 
policy of Estonia aims to motivate people by giving them less than what they need to fulfill their 
basic needs: the policymakers assume that providing smaller benefits will trigger inner motivation 
to provide oneself with the basic needs, as they’re perceived as necessary by the individual. The 
Danish policy on the other hand, provides the unemployed with the income for their basic needs to 
be fulfilled, thereby expecting that the individual will have the motivation to climb the Maslow’s 
pyramid further, aiming to improve their life, have higher standards and reach self-realization.  
   As of the SDT, it is used to analyze the inner enthusiasm of those who are using 
unemployment benefits and how strong the autonomous motivation is in the unemployed against 
controlled in both countries. Given that every individual is unique, finding a universal motivator 
that is effective for each and every individual is virtually impossible, but it is acceptable to assume 
that generic motivator exist, that are effective on everyone.  
In Estonia, one can lose his insurance or allowances if any of the rules spelled by the 
UIF will not be met, such as (Veede, 2010): refusal of accepting the individual plan, unemployed 
being absent once to the office on the scheduled time without valid reason, refusal to perform the 
tasks which were intended for him or even refusing job offer. In that case the unemployed is 
required to follow the rules in order to receive financial support. For some of the unemployed 
people this will result in a controlled motivation or an extrinsic regulation, as they are motivated 
only by the expectation of a reward, which is in turn controlled by the UIF. On the other hand, the 
unemployed will be willing to engage in undesirable activities in order to improve their life quality. 
Performing those activities is made necessary by the circumstance of being unemployed: however, 
the chances that performing those will be enjoyable, is very small for this individual. SDT defines 
integrated regulations a situation where a person is self-determined, not interested in the activity 
but still performs it because of the importance of this activity for his personal goals. This group of 
unemployed will be interested in any kind of opportunity, accept any task and show a certain degree 
of flexibility.  
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The Danish system also includes mechanisms of retribution; as those breaching the 
rules may temporary lose their financial aids. The reasons for being denied the insurance benefits 
include: the unemployed is not accepting a job offer, not engaging in the search for an occupation at 
a satisfactory level, being absent from the Job-center when required to or activities (TL). The social 
assistance is also provided for a longer period of time in comparison to the Estonian policy, 
meaning that the chance to fall into poverty is lower in Denmark. Being controlled by the Job-
center and knowing that the income depends on performance of the specific tasks, is part of an 
extrinsic regulation. While the awareness of the future reward stimulates the person to perform 
better, some people may still get their motivated from their inside and prefer a higher income 
occupation, rather than living off the unemployment insurance. The possibility of being able to 
further develop while living off the insurance, may lead the individual to aim to higher personal 
standards: this referred to as introjected regulation in the SDT, meaning that the person accepts the 
regulations of the Job-center or A-kasse, but does not perceive them as his own. In other words, the 
self-esteem of the individual is driving him towards a behavior that enables him to feel worthy, and 
obtaining a more desirable occupation has a great influence on the self-esteem: it is therefore 
believed that the individual is going to perform better in order to be able feel himself dignified.  
By comparing the Estonian and Danish policies by using SDT, it is seen that in one of the stages of 
human motivation, they act comparably (applying extrinsic regulation on people which become 
motivated only by the reward).  When talking about another type of the unemployed, the motivation 
differs: individuals in Estonia have integrated regulations meanwhile in Denmark the unemployed 
have an introjected regulation. It draws attention that Estonia stands closer to the autonomous 
motivation than Denmark. It could be explained in the way that in Estonia, most of the higher 
education people are willing to work for the minimum wage on the less socially respected job, since 
they have no alternative in order to avoid loans or poverty. While they may be not interested in the 
activity by itself, but still it will play an important role on their personal goals, such as a more 
desirable lifestyle. In the Danish case, people are allowed to spend more time searching an 
occupation that will better suit their educational background. While they accept the regulations 
provided to them by Job-center and A-kasse, they will follow them because this will enable them 
feel fitting the society while doing something useful for their selves.  
        Social security in Denmark had undergone many changes in the recent years. The 
unemployment insurance had been changed from being paid during the period of four years to just 
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two years. This change leads people to feel insecure about their future. Before the changes it was 
generally perceived that the Danish citizens live in a welfare state, which will support them in the 
time of downturn. Currently, after two years of receiving the insurance, this subsidy won’t be 
provided any longer and the unemployed should apply for the social assistance which, as mentioned 
before, assumes that the individual do not have any other mean income (savings, car, real estate, 
etc.). This possible horizon might concern some of the citizens as they need to dispose of their 
belongings in order to receive financial support, therefore the system is perceived as getting stricter 
for the unemployed. The idea underlying the reform was to better motivate the unemployed people 
so that they will try harder to find a new occupation. However, such a change of direction is not 
desirable from the Keynes perspective, as it will lead to a decrease in the aggregate demand cause 
people will tend to save more and consume less.  
In the recent time, the media has been often covering cases of people who used the live off the 
Danish social security system: interestingly most of the Danes did not seem surprised about this 
(DALEY, 2013). Some Danes find acceptable for themselves to live off social assistance and 
therefore they do not feel motivated in getting a job. A reform of the social assistance policy aimed 
to motivate those who live off social assistance to get employed would be more efficient than a 
reform of the unemployment insurance. The Estonian and Danish societies are based on different 
values and needs. That could be a reason why Danish government assumes that people will be self-
motivated to aim for a better living standard 
rather than are content by living on the 
minimum. Most Danes have been raised with 
values and norms of a welfare society. In 
comparison, Estonians are not used to be able 
to afford even their basic needs while 
unemployed and only few of them expect 
help from the government. This could be one 
of the factor behind the decrease of  the 
unemployment rate in Estonia, as that went 
from very high to average in a very short 
time. However, poor unemployment benefits 
motivate people to emigrate to other countries. And recently the numbers of those rose as can be 
seen from the graph below (Salu, 2013) (The blue – emigration, grey –immigration). People with 
55 
 
higher education, experience who aim to higher living standards, try to achieve that by getting 
employed in countries with higher income opportunity.  Most of the population prefers neighbor 
countries like Finland (Salu, 2013).  
Those who emigrated without the rest of their families, are be able to help them by sending part of 
the income generated abroad, thereby improving the general welfare of the household. This kind of 
emigration, consisting of exported labor, provides extra income for the national economy as long as 
the earned money is sent and spent in the home country. 
It would be relevant to look into the total active labor force of Estonia in order to find out if the 
decrease in unemployment rates happened due to the emigration (due to the reason that a big part of 
the unemployed could leave the country in order to find a job in another country)  or through the 
current fiscal policy which motivates individuals to accept diverse job offers. As there is no open 
data available on the total active labor force, it is not possible to make these calculations and see 
how emigration influenced the unemployment rate.  
 
8.2 Keynes theory analysis 
      There is a lot of talk among politicians and economists about which economic theory 
to apply in order to minimize the unemployment level and improve economic development. From 
the Keynesian perspective, Denmark was going in the right direction when it provided people with 
benefits, thereby influence on the aggregate demand. However, the new policy of reducing years of 
paying the unemployment insurance is seen as a negative step by Keynes theory. The reduction will 
decrease demand as people will try to save more for the future when they will not be able to receive 
any insurance. Household can start to consume less, which is not favorable by Keynes. Those who 
had used their two years period of the unemployment insurance have to move to social assistance; 
but then again only if they do not have any savings or other means of income. Households have to 
give up their welfare in order to receive financial support. Again this influences demand. People 
will be consuming only the amount which is needed for them to keep their life going. Some part of 
the income will be saved as households tend to save money, meaning that not all income will be 
disbursed back to the market.  
Danish politicians want to provide long term supply of labor and to strengthen the fiscal policy as 
their budget had deficit for a long period of time. Those actions are not in the favor of Keynesian 
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policy. The decrease in government’s spending can decrease individuals’ income which will 
influence aggregate demand.  But on another hand, Denmark had the budget deficit within several 
years in a row (appendix 4). In Keynes viewpoint, extra expenditures stimulate the economy during 
the recession, providing new working places and decreasing unemployment. However, Denmark 
still has a deficit and unemployment is still on the high level, decreasing very slowly. From another 
point of view, the basis that unemployment did not reach the level of Estonia, for example, could be 
because of generous spending in the right time. Keynesians support the idea of increasing 
government spending only if it is not a structural (permanent) deficit but something that will 
disappear soon (a cyclical deficit) (Tully, 2010). When the economy has a constant deficit, it is 
called a structural deficit, as it remains even if the economy is at its full potential (Structural 
Deficit). And it will continue even if a country will have full employment, so increased spending is 
not the solution to the problem in this case. 
      There are two ways for the government to finance its spending: to borrow from a bank 
or to increase tax. Both actions have aftermath. The rise in taxes will provide households with less 
income, meaning they can spend less on consumption – decrease in demand. The borrowing will 
increase interest rates as a substantial amount of money will be pulled out of the market, causing a 
raise of the cost of money, as loans will be demanded by the state. The private market is 
discouraged to take loans if the cost of money is high. For example, if a household wants to buy real 
estate without spending many years on savings, they could take a loan instead. However, high 
interest rates will stop them from doing that at this exact moment, presuming that the rate will go 
down in the future. This decision is going to play an essential role on the market development as 
money will stay in the bank and will not be spent in the market place. 
However, the government speaks about decreasing the deficit, but also proposes a tax reform 
(KPMG, 2012). The threshold of the highest income tax rate will increase (EB, 2012) and some 
other areas will get extra taxation (car industry, pensions). The increase of the income tax level 
presumes that there will be less people who have to pay the top tax (Skatteministeriet, 2013). People 
will have more disposable income, thereby willing to consume more. So at some point, the 
government is tightening the expenses while allowing people to earn more. In combination with the 
labor supply, the state assumes that individuals will be eager to work more as now they can earn 
more than before. If the wages rates will rise, individuals will be willing to work more in order to 
take advantage of the higher income. However, there is a possibility of side effects. At some point 
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the individual will understand that earned income cannot be spend on leisure due to the time limit, 
as he will spend more time at work than at home. The theory on labor economics suggests that at 
this point, individuals will start to supply less working hours (Bized, 2011) as they would prefer to 
spend some time on leisure activities.  
The Danish government was trying to get out of the crisis by implementing Keynes techniques, as 
increased spending (budget deficit), but that lead only to the sticker fiscal policy and a tax reform.  
        Estonia is a country with potential for economic growth, as it had been positively 
developing before the crisis occurred.  The government wants to keep the same strict fiscal policy, 
in order to have the budget balanced as much as possible and avoid big deficit gaps. At some point, 
Estonia managed to do so, even in the times of the economic meltdown, the deficit was very small. 
But can a strict fiscal policy really help to avoid high level of unemployment? When the 
unemployment rates of Denmark and Estonia were compared in one of the chapters above, it could 
be seen that actually, the rates stand close to each other. Denmark did not have a huge rise in the 
unemployment rates, while Estonia had a rise in rates but managed to bring it down considerably in 
a small period of time. For a country with a GDP per capita that is considerably lower than the 
average of the EU (Commission, GDP per capita in PPS, 2013), it is a great achievement to reduce 
unemployment in only few years. In the European Union, there are other countries which have more 
stable economy and still struggle with high unemployment rate (France, Italy (Sedghi, 2013)). One 
can think that the real success of Estonia stands under its austerity. During the meltdown, Estonian 
government made cuts in salaries, presenting this action as something that is needed and if the 
burden of the cuts would be spread as wide as possible, than the state would manage its critical 
situation without impacting the private sectors. The level of unemployment is declining as well. It is 
hard to say what triggers the decline. However it is assumed that the low unemployment benefits 
are the factor that motivates people to search for a job more persistently. This is because benefits 
are not paid for a long time and at some point the individual should try to get income from other 
sources. That can be a reason for people to accept the job which does not match their education or 
specialization. Whereas in Denmark, people are choosing the right job for their ability, as those who 
have higher education are less willing to perform unskilled jobs. On one hand, the fact that skilled 
workers are employed in jobs where their skills are relevant generates value in the economy. On 
another hand, the unemployed person less willing to be flexible as he’s aware of the level of wage 
he could expect if employed correspondingly to his skills - he then would not consider any job 
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which do not match his skills and salary expectations. The recent reform in the unemployment 
benefits system (from four years to two) implies that such people will start to be more flexible in 
their job search criteria, as they will not be willing to move from unemployment insurance to the 
social assistance as the last one is less desirable. 
       Estonia, as most of the European countries uses neoclassical school when dealing with 
economic problems. But what if Estonia decided to increase its unemployment benefits scheme and 
provide households with greater income? When looking on the state’s budget, it is obvious that they 
could increase the spending. The budget deficit is not a big problem for the state if there would be 
low unemployment, from Keynes perspective. If Estonia decides to increase its spending, it has to 
borrow or increase taxes in order to finance it. It is known that in Estonia the taxation is low, with a 
rate of 21% for both corporate and income tax (Eesti.ee, 2014). The increase in those will be met 
with discontent among the local population.  Another opportunity is to increase other tax areas 
which will not impact households that much, but will bring extra income for the government 
increased spending. If the government decides to borrow money, than the interest rate will go up, 
meaning loans will not be attractive anymore. However, loans play essential role in Estonia, for 
example, the education is expensive and in order to pay for it, one should take a student loan from 
the bank. And as an education is perceived as an essential part of the society, majority of students 
have loans. When the period of the benefits expires, people have an opportunity to take a loan in the 
bank, but the higher is the rate, harder it is to accept such idea. The small loans in Estonia are 
attractive as the conditions to take such loans are uncomplicated. Individuals are offered loans from 
300 EUR up to 3000 EUR with a maximum 3 year period of return. The conditions are not strict as 
well: one has to be over 18 years old, with an availability of a mortgage (it is not stated that only 
real estate can be a mortgage) (Kiirlaenude refinantseerimine).  Most of the citizens in Estonia do 
have real estate or cars, which gives them an opportunity to apply for a loan. The interest rate can 
be up to 20% (BestCredit.ee). The household needs to choose between poverty or a loan with a high 
interest rate. On the other hand, if government increases benefits, unemployed will be able to spend 
more money and the need in taking a loan will be reduced. The demand will increase as household 
can afford more goods and services. The money will have a turnover in the market, providing 
companies with extra earnings. The last one will help to produce more and employ additional 
working power. 
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Estonia is a country which attracts investments (EAS, 2011) that represents an 
opportunity to create new jobs. The attractive parts of investment in Estonia are taxes and a low cost 
of labor and production resources whereas the production quality is relatively high if compared to 
other countries with a low labor cost (Lauri, 2012). The new positions will help to increase the 
aggregate demand as households will have more money to spend. The government invests also in 
new minds. One can have a startup financial support of 4474 euro if being unemployed. It is a 
positive concept as the state gives an opportunity for individuals to develop and establish new 
companies. The last ones could lead to a positive outcome and create new jobs if the company starts 
to grow. The unemployed will be motivated to come up with an interesting concept in order to get 
sponsored by the state.  
 
         The negative aspect of increasing the amount of benefits is that people can start to 
save more. As they will be used to live on a minimum wage and assume that additional income 
should better to be saved as one cannot be sure about the future. The money will stay in banks and 
do not trigger the economy growth.  
On the other hand, it is also important to use fiscal policy in order to avoid the overheating of 
economy. Overheating means that the economy is in a prolonged period of positive development 
and this could lead to inflation (Investopedia, Overheated Economy). Another effect of an 
overheating of economy is that unemployment rate is lower than its natural level, that is under 5% 
(Hoover) (Weidner, 2011). The population will be nearly fully employed and the consumption will 
be on the high level as people will be able to consume more. At some point the companies will be 
struggling with production as they are not able to deliver the amount of goods necessary to satisfy 
the consumer demand. One of the reasons for that could be the lack of workforce as most of the 
population will be occupied. Companies then have to offer higher wages in order to attract 
workforce. The prices of the products will rise as well due to the high demand as companies will 
not be able to produce more than is needed. (Hoover) 
 
        The political party that has the majority of the seats in Estonian parliament is 
concentrated on the economic growth of the country through lowering the taxes and increasing 
income (that creates a contradiction as Estonian government recently made cuts in salaries of the 
public workers). These actions can stimulate the market as households will have more income to 
spend, creating a circle of money turnover. As the government prefers to have a strict fiscal policy, 
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it will be hard for them to change their attitude towards a more expansive policy and allow higher 
budget deficit. On the other hand, the increase in benefits will allow Estonia to get more equality 
among its citizens. The population will reach higher life standards and the chance of having high 
level of poverty will decrease. The local media together with the Eurostat states, that almost a 
quarter of Estonia's population is at risk of poverty or social exclusion, at the end of the year 2012- 
23,4% in Estonia while in the European Union in overall is 24,8% of total population of the EU (the 
figures are close to each other, but it should be considered that the whole European Union has 
24,8% while Estonia for itself has already 23,4%) (rus2.Delfi.ee, 2013). In the end of the year 2013, 
the media together with OECD stated that the 9,1% of households in Estonia (and only 4% in 
Denmark) live in poverty despite the fact that at least one adult works (rus.Delfi.ee, 2013) and 
around 6,3% (Denmark 3,3%) when both adults working (rus.Delfi.ee, 2013). It raises concern that 
these households do not live only off social security help but at least one on them is working, 
meaning that the average salary is not enough to avoid poverty. The poverty level is calculated 
differently for each country based on the living standards of the country (rus.Delfi.ee, 2013). Still 
Estonian rates (of families with one employed adult living in poverty) are one percent higher than 
OECD average (rus.Delfi.ee, 2013). This could become a source of a high inequality in the country. 
Based on the data, it can be concluded that an increase of financial support of the unemployed in 
Estonia would help decreasing the risk of poverty. 
         When compared, Denmark has a higher share of total expenditure on social protection 
in the GDP than Estonia (Appendix 5): Denmark has around 32%, Estonia 17% and EU average is 
around 28% (Appendix 5). Presumably, Estonia is able to finance better its social protection system 
and raise it of 5%. On the other hand, the Estonian government spends already 60% of its budget 
that is comparable to Denmark, which spends its 70% instead. However, it should be considered 
that the total income of these two countries is different and Estonia is on a much lower budget 
deficit than Denmark. Estonia might therefore consider allowing itself to expand its expenses on the 
social security system. Still, the ruling political parties of Estonia are not in favor of increasing 
public expenditure, as their main goal is to reach the balance of the public budget. Since the 
government committed itself publicly to hold budget parity, it is reluctant to implement a more 
expansive policy that would lead to a risk of higher deficit. Another aspect that should be taken into 
consideration is that the social transfers do not only cover unemployment benefits but also other 
areas of the social security system (education, pension, and medicine). So it is no clear, what is the 
exact amount spent on the unemployment benefits.  
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       People in Estonia are more motivated to perform less desirable jobs than in Denmark. 
Evidently Danes are also motivated to find a better job than living on unemployment insurance, but 
their motivation is less intense than that of Estonians. Danes feel that their government will provide 
a financial help while the Estonians feel less secure: the Estonians feel they need to commit to a 
higher level of effort in order to achieve an above minimum life style. The Keynesians approach the 
macroeconomic level by analyzing, among others, unemployment and inflation, on the country 
level. The motivation is to be analyzed on the microeconomic level, when it influences households 
and firms behavior in regards to decision making. But while apparently disjoined, the 
macroeconomic and microeconomic levels have correlation (Invest, 2009).   
The aggregated demand should increase if households’ income rises. That rise could be financed by 
social benefits, even though a rise provided by salary, would be more desirable. As financial 
support amounts usually to less money than salaries, households would able to consume more if 
living on a salary. Anyway, on the macroeconomic level, the availability of jobs depends on 
unemployment, which, according to Keynes, depends in turn on aggregated demand. That creates a 
closed loop, where both instances depend on each other. In Estonia, as it was mentioned above, 
receiving a salary does not guarantee an acceptable standard of living of the households, as there are 
cases of employed households which live on a near poverty level. Therefore it can be suggested that 
the government should not only concern about raising the social benefits but also about the wage 
level.   
        Denmark had decreased the amount years of receiving unemployment benefits as the 
government aims to motivate people to stay unemployed as little as possible, thereby showing that 
the Danish government believes that motivation plays an important role as individuals living off 
benefits may start to abuse the system, feel more relaxed and focus less on their work search. A 
situation where the government will spend more money on benefits and get into a budget deficit, 
whereas the unemployed will not be willing to find a job as soon as possible as they will feel 
comfortable, lead to a prolonged period of budget deficit. This can be caused a situation even if jobs 
are available, but not completely desirable, the unemployed would hesitate as they their lifestyle 
while on benefits is comfortable enough. That is why it is important to push people and motivate 
them in order to avoid such outcome. 
      Based on the experience of Denmark, it is seen that the state managed to decrease 
poverty to a low level, improve equality among citizens as well as create a sense of security in the 
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future, during the past 20 years. However, current unemployment rate remains high after the crisis 
and decreasing very slowly in comparison with the Estonian one. During the same period Estonia 
managed to decrease its unemployment rate to from 17% to 8,5%  and with a less generous 
unemployment benefit system. The Estonian state was not prepared to swift rise in unemployment 
when the financial crisis occurred, but the following outcome showed that not always an increase in 
the budget deficit is needed, even though it may improve the overall situation of the economy in 
Estonia.  
9. Conclusion 
       The main purpose of this project was to find out, if Estonia needs to implement 
changes in its unemployment benefits program and is capable of benefiting from knowledge 
acquired during the process. A second purpose is to compare two countries with different economic 
development and look more closely into their social security systems. Object of analysis were the 
unemployment benefit systems of the two countries and how the respective policies impact the 
unemployed level and lifestyle of the unemployed. Based on the outcome of the analysis, it should 
get clear if Estonia has to improve its own system and if the changes are suitable for the Estonian 
economy. The other goal of this project was to find out how motivating both countries’ 
unemployment benefit systems are. Denmark is considered to be a welfare state with a generous 
financial support for the unemployed, while Estonia is not yet a welfare state and provides a 
comparatively very limited financial support. It is considered that a more generous financial support 
may be less motivating than a more limited one, due to the reason that people will have their basic 
needs covered by the subsidy alone. 
       The author was interested in looking at the problem from the Keynesians perspective in order to 
see if there is an opportunity to implement Keynes’ theory for solving unemployment issues in 
Estonia. As the main theory in the European Union in use is the neoclassical one, there is ongoing 
discussion among the economists around which theory is more suitable to solve the economic issues 
of the Union while producing the smallest negative consequences. From this project it is still not 
clear if Keynes’ theory is a better fit than Neoclassical. It can be seen from the analysis that 
Denmark applies both economic schools’ viewpoints when dealing with the crisis. While Estonia 
employs mostly neoclassical school on its economic policy making. 
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Should Estonia be willing to implement a more Keynesian oriented approach, it would be required 
to modify its fiscal policy. But a more expansive fiscal policy would require increased public 
revenues. Meaning that to finance unemployment benefit system and therefore to increase 
government spending, the government should whether borrow or increase taxation. Borrowing 
would increase the budget deficit which would not be compatible with the line maintained by the 
current ruling parties. An increase in taxation on the other hand, might not be well supported by the 
citizens. However, governments’ greater financial support of the unemployed will increase the 
aggregate demand. The latter one will stimulate the production and companies’ sales leading to 
demand of labor.  Providing new jobs and thus decreasing the unemployment rate.  
Also worth of consideration is the risk of poverty: from the previous analysis, based on the findings 
of Eurostat and OECD, it became clear that Estonia has a fairly high risk of poverty among its 
population. And finding a job does not always guarantee the possibility to avoid poverty for 
households.  
Estonian government should acknowledge raising the total amount of spending on unemployment 
benefits as it will help to decrease the level of poverty. The government should also consider 
increasing in the minimum wage level. On the other hand, the government should also reconsider its 
position regarding the real amount of support the households need in order to be able to provide 
themselves with the basic needs. The increase in benefits, from Keynes perspective, will stimulate 
economic growth. However, Estonia managed to decrease its unemployment rates with the current 
fiscal policy as well as with low financial support for the unemployed, followed with an increase in 
emigration. Due to the commitment to a low budget deficit of the current ruling parties of Estonia, 
increasing public spending on unemployment benefits would require finding new sources of public 
revenues. 
         In this project, two motivation theories, Maslow’s hierarchy of needs and self-
determined theory were applied on Estonian and Danish unemployment benefit programs, aiming to 
understand what stimulates the unemployed to search for jobs. From the analysis, it was found out 
that Danish system attempts to stimulate the person’s motivation by giving him more opportunities 
to develop his own self-esteem, through financing his basic needs. Also based on the analysis, it can 
be seen that the government is assuming that the high self-esteem will stimulate inner motivation of 
the unemployed and therefore his own goals will begin to be more valuable for him. In Estonia, 
individuals are motivated only by their basic needs, as there is a minimal financial support from the 
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government which is barely enough to cover those needs. The unemployed provide himself with 
food and shelter therefore he is more motivated to accept a less favorable job. This could be one of 
the factors that contributed to a sharp decrease of the unemployment rate in Estonia. As motivation 
is actually one of the elements that leads the individual to stay unemployed for a shorter amount of 
time and as a salary grants the individual a larger purchasing power than unemployment subsidies, 
than there is an opportunity to increase aggregate demand by reducing the turnover time of the 
unemployed between living off benefits and starting to receive a salary. 
Increasing the effective demand would lead to more production, thus creating more jobs. However, 
motivation should be triggered by first the inner needs as needs are the strongest motivation of 
individuals and then the goals. Therefore, countries should consider the risk of demotivating the 
individuals, when calculating the amount of financial support that will be provided to the 
unemployed. The last one is starting to be an issue in Denmark, as the unemployed free-rides 
welfare system, not even attempting to find a job.  
The Danish welfare system is undergoing change as politicians try to decrease the budget deficit 
and motivate people to move away from financial support and get employed. Meaning that in a 
period of crisis, having high financial support for the unemployed may not always be the right 
decision.       
Estonian economy is developing in an acceptable way, while its social security system 
is questionable due to high risk of poverty among households. The economic development of 
Estonia is presented as an example for other countries in the European Union. Presumably, the 
government is concentrated more on the overall economic growth of the country and budget balance 
rather on social equality. That fact Estonia was able to decrease its unemployment rates from 17% 
to 8,5% in a few years, proves that the policy is working in the right direction. However, Estonian 
government should consider reforms in the unemployment benefit program, but avoiding increased 
government spending, as the public opinion may not receive well a sudden increase of budget 
deficit, concerned of current happenings in the southern countries of the European Union. Estonia is 
not able to apply the knowledge of Denmark as Estonia is not ready for such kind of changes. For 
the reason that Estonia went through different stages in its economic development and it will take 
some time for the Estonian population to accept most of those aspects which are already accepted 
by  Danes. On the other hand, the direction of the Estonian government is suitable for Estonian 
economy. It is seen from the analysis, that Estonian policies are able to reduce economic issues of 
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the country. Then possibly there is no need to adapt Keynesian school in case of Estonia. However, 
Estonian government should take in consideration the fact of the high risk of poverty among its 
population.  
        For the future research it will be relevant to look into Estonian government spending 
more accurately, in order to analyze the areas where the government is able to finance its income 
while maintaining its current fiscal policy unchanged and avoid a growth of deficit. The social issue 
in Estonia should be analyzed as well, due to the reason that Estonia is successful in solving its 
economic matters while ineffective in executing the social aspect.  
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